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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

j * ' j \ j 

Accounting Officer's Responsibilities and Approval 


The accounting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate 
accounting records and is responsible for the content and integrity of the annual financial statements and related financial 
information included in this report. It is the responsibility of the accounting officer to ensure that the annual financial 
statements fairly present the state of affairs of the municipality as at the end of the financial year and the results of its 
operations and cash flows for the period then ended. The external auditors are engaged to express an independent opinion 
on the annual financial statements and was given unrestricted access to all financial records and related data. 

The annual financial statements have been prepared in accordance with Standards of Generally Recognised Accounting 
Practice (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board. 

The annual financial statements are based upon appropriate accounting policies consistently applied and supported by 
reasonable and prudent judgements and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established 
by the municipality and place considerable importance on maintaining a strong control environment. To enable the 
accounting officer to meet these responsibilities, the accounting officer sets standards for internal control aimed at reducing 
the risk of error or deficit in a cost effective manner. The standards include the proper delegation of responsibilities within a 
clearly defined framework, effective accounting procedures and adequate segregation of duties to ensure an acceptable 
level of risk. These controls are monitored throughout the municipality and all employees are required to maintain the 
highest ethical standards in ensuring the municipality’s business is conducted in a manner that in all reasonable 
circumstances is above reproach. The focus of risk management in the municipality is on identifying, assessing, managing 
and monitoring all known forms of risk across the municipality. While operating risk cannot be fully eliminated, the 
municipality endeavours to minimise it by ensuring that appropriate infrastructure, controls, systems and ethical behaviour 
are applied and managed within predetermined procedures and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management, that the system 
of internal control provides reasonable assurance that the financial records may be relied on for the preparation of the 
annual financial statements. However, any system of internal financial control can provide only reasonable, and not 
absolute, assurance against material misstatement or deficit. 

The accounting officer has reviewed the municipality’s cash flow forecast for the year to 30 June 2019 and, in the light of 
this review and the current financial position, he is satisfied that the municipality has or has access to adequate resources 
to continue in operational existence for the foreseeable future. 

The annual financial statements set out on pages 5 to 104, which have been prepared on the going concern basis, were 
approved by the accounting officer on 31 August 2018 and were signed on its behalf by: 


Mr. M. Kunene 
Municipal Manager 


Audited 

By 

2018 -IF 3 0 

Auditor General South Africa 
Mpumalanga Business Unit 



4 



























Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Accounting Officer's Report 

Audited ' ““ 

By * 

2018 ‘II* 3 0 I 


The accounting officer submits his report for the year ended 30 June 2018. 

Aud.ior general South Africa 

^Mpumalanga Business Hni» 1 



1. Review of activities 


Main business and operations 

The operating results and state of affairs of the municipality are fully set out in the attached annual financial statements and 
do not in our opinion require any further comment. 

Net deficit of the municipality was R 152,836,366 (2017: deficit R 140,724,287). 

2. Going concern 

The annual financial statements have been prepared on the basis of accounting policies applicable to a going concern. This 
basis presumes that funds will be available to finance future operations and that the realisation of assets and settlement of 
liabilities, contingent obligations and commitments will occur in the ordinary course of business. 

3. Subsequent events 

The accounting officer is not aware of any matter or circumstance arising since the end of the financial year. 

4. Accounting Officer’s interest in contracts 

The Accounting Officer has no interests in the contracts awarded. 

5. Accounting policies 

The annual financial statements prepared in accordance with the South African Statements of Generally Accepted 
Accounting Practice (GAAP), including any interpretations of such Statements issued by the Accounting Practices Board, 
and in accordance with the prescribed Standards of Generally Recognised Accounting Practices (GRAP) issued by the 
Accounting Standards Board as the prescribed framework by National Treasury. 

6. Accounting Officer 

The accounting officer of the municipality during the year and to the date of this report is as follows: 

Name 

Mr. M. Kunene 

7. Corporate governance 
General 

The accounting officer is committed to business integrity, transparency and professionalism in all its activities. As part of 
this commitment, the accounting officer supports the highest standards of corporate governance and the ongoing 
development of be.st practice. 

The municipality confirms and acknowledges its responsibility to total compliance with the Code of Corporate Practices and 
Conduct ("the Code") laid out in the King Report on Corporate Governance for South Africa 2002. The accounting officer 
discuss the responsibilities of management in this respect, at Board meetings and monitor the municipality's compliance 
with the code on a three monthly basis. 

The salient features of the municipality's adoption of the Code is outlined below: 

Executive Mayor and Municipal Manager 

The roles of Executive Mayor and Municipal Manager are separate, with responsibilities divided between them, so that no 
individual has unfettered powers of discretion. 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Accounting Officer's Report 


Audit committee 


The Audit Committee members for the period under review are as follows: 
Position Name 

Chairperson Mr. Wiseman Khumalo 

Members: Ms Celumusa Nyembe 

Advocate Johannes C Weapond 
Mr Lucky Mahalaba 


Date of Appointment 
Resigned May 2018 
1 May 2014 
1 December 2017 
1 December 2017 


In terms of Section 166 of the Municipal Finance Management Act, (Act 56 of 2003), the municipality, must appoint 
members of the Audit Committee. Notwithstanding that non-executive directors appointed by the municipality constituted 
the municipal entities’ Audit Committees, National Treasury policy requires that municipalities should appoint further 
members of the municipality’s audit committees who are not directors of the municipal entity onto the audit committee. 

Internal audit 

The municipality has a functiona internal audit unit. This is in compliance with the Municipal Finance Management Act, 
2003. 

8. Bankers 

The municipality mainly banks with First National Bank Limited a division of First Rand limited. 

9. Auditors 

Auditor General South Africa will continue in office for the next financial period. 

10. Public Private Partnership 

In accordance with the PPP agreement, the Contractor shall open a separate account with a bank registered in the 
Republic of South Africa, for the purpose of administering and separate safekeeping of: 

• moneys deposited as excess surpluses; 

• any foreign exchange rate amounts; 

• any service credits; and 

• any penalties for later service commence mental text. 

Mkhondo Local Municipality did not enter into any Public Private Partnership in the first half of 2017/18 financial year, nor 
does 

it have any existing PPP's. 



Audited 

By 

2018 -II- 3 0 

Auditor General South Africa 
M pumalanga Business Unrt 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Statement of Financial Position as at 30 June 2018 

Figures in Rand Note(s) 2018 2017 

Restated* 


Assets 


Current Assets 


Inventories 

3 

13,178,777 

7,585,606 

Other financial assets 

4 

39,823 

37,510 

Receivables from exchange transactions 

5 

3,064,028 

3,779,019 

Receivables from non-exchange transactions 

6 

2,045,006 

1,540,006 

Consumer debtors 

7 

41,692,978 

37,276,662 

Cash and cash equivalents 

8 

3,443,923 

1,499,578 



63,464,535 

51,718,381 

Non-Current Assets 




Biological assets that form part of an agricultural activity 

9 

30,052,809 

59,684,288 

Investment property 

10 

76,575,000 

76,575,000 

Property, plant and equipment 

11 

1,547,016,943 

1,601,489,441 

Intangible assets 

12 

118,571 

246,227 

Other financial assets 

4 

425,502 

344,957 



1,654,188,825 

1,738,339,913 

Total Assets 


1,717,653,360 

1,790,058,294 

Liabilities 




Current Liabilities 




Other financial liabilities 

13 

10,000,000 

7,296,892 

Operating lease liability 

14 

5,275 

5,275 

Payables from exchange transactions 

15 

264,956,089 

201,987,772 

VAT payable 

16 

16,525,137 

6,376,670 

Consumer deposits 

17 

3,551,068 

3,510,222 

Employee benefit obligation 

18 

1,619,055 

1,485,909 

Unspent conditional grants and receipts 

19 

552,492 

4,126,488 



297,209,116 

224,789,228 

Non-Current Liabilities 




Employee benefit obligation 

18 

21,298,625 

19,512,984 

Provisions 

20 

21,821,072 

15,595,181 



43,119,697 

35,108,165 

Total Liabilities 


340,328,813 

259,897,393 

Net Assets 

• * 


1,377,324,547 

1,530,160,901 

Accumulated surplus 


1,377,324,539 

1,530,160,904 


Audited 

By * * 

2018 “IF 3 0 

Auditor General South Africa 


b See Note 52 & 51 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 


Statement of Financial Performance 


Figures in Rand 

Note(s) 

2018 

2017 

Restated* 

Revenue 

Revenue from exchange transactions 

Service charges 

Agency services 

Licences and permits 

Rental income 

Other income 

Interest received 

Gain on disposal of assets and liabilities 

Fair value adjustments 

Inventory Gains 

22 

24 

25 

148,060,908 

101,547 

1,142,495 

28,387,838 

21,186,310 

1,686,386 

57,821 

163,927,311 

12,155,307 

115,639 

751,153 

24,664,149 

16,599,564 

2,304,205 

31,533,783 

Total revenue from exchange transactions 


200,623,305 

252,051,111 

Revenue from non-exchange transactions 




Taxation revenue 

Property rates 

26 

39,806,661 

40,351,300 

Transfer revenue 

Government grants & subsidies 

28 

329,103,627 

250,086,957 

Public contributions and donations 

29 

29,141,392 

- 

Fines, Penalties and Forfeits 


2,428,175 

3,017,209 

Total revenue from non-exchange transactions 


400,479,855 

293,455,466 

Total revenue 

21 

601,103,160 

545,506,577 

Expenditure 

Employee related costs 

30 

(162,047,885) 

(148,774,440) 

Remuneration of councillors 

31 

(13,952,594) 

(12,038,936) 

Depreciation and amortisation 

32 

(202,623,910) 

(202,025,795) 

Finance costs - *. 

33 

(14,656,478) 

(9,476,140) 

Lease rentals on operating lease 


(4,708,585) 

(5,661,749) 

Debt Impairment 

34 

(65,277,633) 

(62,362,631) 

Bulk purchases 

35 

(122,428,708) 

(115,583,252) 

Contracted services 

36 

(46,559,488) 

(37,340,336) 

Transfers and Subsidies 

27 

(5,473,471) 

(6,675,704) 

Fair value adjustments 

38 

(29,631,479) 

- 

Inventories losses/write-downs 


- 

(1,120,243) 

General Expenses 

37 

(86,579,295) 

(85,171,638) 

Total expenditure 


(753,939,526) 

(686,230,864) 

(Deficit)/surplus for the year 


(152,836,366) 

(140,724,287) 


' See Note 52 & 51 


• Audited 

By # 

2018 -It- 3 0 


■*s 


Sr 


Auditor General South Africa 
Mpumalanga Business Unit 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 


Statement of Changes in Net Assets 


Figures in Rand 

Accumulated 

surplus 

Total net 
assets 

Opening balance as previously reported 

Adjustments 

1,303,533,735 

1,303,533,735 

Prior year adjustments 

367,351,456 

367,351,456 

Balance at 01 July 2016 as restated* 

Changes in net assets 

1,670,885,191 

1,670,885,191 

Deficit for the year 

(140,724,287) 

(140,724,287) 

Total changes 

(140,724,287) 

(140,724,287) 

Opening balance as previously reported 

Adjustments 

1,249,741,776 

1,249,741,776 

Prior year adjustments 

280,419,129 

280,419,129 

Restated* Balance at 01 July 2017 as restated* 

Changes in net assets 

1,530,160,905 

1,530,160,905 

Surplus for the year 

(152,836,366) 

(152,836,366) 

Total changes 

(152,836,366) 

(152,836,366) 

Balance at 30 June 2018 

1,377,324,539 

1,377,324,539 


Audited 
By * 

2018 -11- 3 0 

Auditor General South Africa 
Mpum alang a Business Unit 


See Note 52 & 51 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Cash Flow Statement 

Figures in Rand Note(s) 2018 2017 

Restated* 


Cash flows from operating activities 


Receipts 


Property Taxation 


25,733,411 

40,351,304 

Sale of goods and services 


144,753,805 

168,391,615 

Grants 


325,529,631 

253,694,890 

Interest income 


1,142,759 

442,467 



497,159,606 

462,880,276 

Payments 




Employee costs 


(172,023,695) 

(159,862,871) 

Suppliers 


(190,915,289) 

(225,934,021) 

Finance costs 


(14,656,478) 

(9,476,140) 



(377,595,462) 

(395,273,032) 

Net cash flows from operating activities 

41 

119,564,144 

67,607,244 

Cash flows from investing activities 




Purchase of property, plant and equipment 

11 

(122,109,846) 

(80,748,785) 

Proceeds from sale of property, plant and equipment 

11 

1,933,584 

4,664,240 

Purchase of other intangible assets 

12 

(63,800) 

(169,871) 

Purchase of financial assets 


(82,858) 

(214,860) 

Net cash flows from investing activities 


(120,322,920) 

(76,469,276) 

Cash flows from financing activities 




Proceeds from other financial liabilities 


10,000,000 

6,553,768 

Repayment of other financial liabilities 


(7,296,892) 

(218,170) 

Net cash flows from financing activities 


2,703,108 

6,335,598 

Net increase/(decrease) in cash and cash equivalents 


1,944,332 

(2,526,434) 

Cash and cash equivalents at the beginning of the year 


1,499,578 

4,026,015 

Cash and cash equivalents at the end of the year 

8 

3,443,910 

1,499,581 


Audited 
By * 

2018 -II- 3 0 

Auditor General South Africa 
Mpumalanga Business Unit 


See Note 52 & 51 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Statement of Comparison of Budget and A< 

Audited 
. By - -■* 

2018 3 0 

:tual Amounts 


Budget on Accrual Basis 

Auditor general 

I ouuui nmL,<a 

a i 1 A 

. J«JM 1 lr%ai 


Approved Adjustments Final 

Budget Actu; 


. Difference T 

eference 


Figures in Rand 


basis 


budget and 
actual 


Statement of Financial Performance 
Revenue 


Revenue from exchange 
transactions 


Service charges 

149,662,723 

5,849,147 

155,511,870 

148,060,908 

(7,450,962) 

Ref 1 

Licences and permits 

52,330 

- 

52,330 

101,547 

49,217 

Ref 2 

Rental income 

3,839,691 

(2,373,227) 

1,466,464 

1,142,495 

(323,969) 

Ref 3 

Other income - (rollup) 

28,697,166 

(829,646) 

27,867,520 

28,387,838 

520,318 

Ref 4 

Interest received - investment 

11,330,000 

6,649,584 

17,979,584 

21,186,310 

3,206,726 

Ref 5 

Total revenue from exchange 
transactions 

193,581,910 

9,295,858 

202,877,768 

198,879,098 

(3,998,670) 


Revenue from non-exchange 
transactions 







Taxation revenue 

Property rates 

41,451,955 

2,133,784 

43,585,739 

39,806,661 

(3,779,078) 

Ref 6 

Transfer revenue 

Government grants & subsidies 

319,161,000 

349,996 

319,510,996 

329,103,627 

9,592,631 

Ref 7 

Public contributions and 
donations 

2,500,000 

10,100,462 

12,600,462 

29,141,392 

16,540,930 

Ref 8 

Fines, Penalties and Forfeits 

408,491 

1,195,745 

1,604,236 

2,428,175 

823,939 

Ref 9 

Transfers and Subsidies- Capital 
(In-kind-all) 

44,769,000 

(2,675,000) 

42,094,000 

- 

(42,094,000) 

Ref 10 

Total revenue from non¬ 
exchange transactions 

408,290,446 

11,104,987 

419,395,433 

400,479,855 

(18,915,578) 


Total revenue 

601,872,356 

20,400,845 

622,273,201 

599,358,953 

(22,914,248) 


Expenditure 

Personnel 

(155,527,852) 

(899,930) 

(156,427,782) 

(162,047,885) 

(5,620,103) 

Ref 11 

Remuneration of councillors 

(13,744,516) 

(1,160,020) 

(14,904,536) 

(13,952,594) 

951,942 

Ref 12 

Depreciation and amortisation 

(78,651,486) 

6,951,486 

(71,700,000) 

(202,623,910) 

(130,923,910) 

Ref 13 

Finance costs 

(100,000) 

- 

(100,000) 

(14,656,478) 

(14,556,478) 

Ref 14 

Lease rentals on operating lease 

- 

- 

- 

(4,708,585) 

(4,708,585) 

Ref 15 

Debt Impairment 

(48,131,674) 

(5,568,326) 

(53,700,000) 

(65,277,633) 

(11,577,633) 

Ref 16 

Repairs and maintenance 

(22,004,016) 

3,396,926 

(18,607,090) 

(28,023,589) 

(9,416,499) 

Ref 17 

Bulk purchases 

(113,606,154) 

- 

(113,606,154) 

(122,428,708) 

(8,822,554) 

Ref 18 

Contracted Services 

(37,907,835) 

(928,000) 

(38,835,835) 

(46,559,488) 

(7,723,653) 

Ref 19 

Transfers and Subsidies 

(17,876,599) 

6,999,992 

(10,876,607) 

(5,473,471) 

5,403,136 

Ref 20 

General Expenses 

(63,289,410)' 

1,689,555 

(61,599,855) 

(58,555,706) 

3,044,149 

Ref 21 

Total expenditure 

(550,839,542) 

10,481,683 

(540,357,859) 

(724,308,047) (183,950,188) 


Operating deficit 

51,032,814 

30,882,528 

81,915,342 

(124,949,094) 

(206,864,436) 


Gain on disposal of assets and 
liabilities 

- 

- 


1,686,386 

1,686,386 

Reff 22 

Fair value adjustments 

- 

1! ‘ ' 


(29,631,479) 

(29,631,479) 

Ref 23 

Inventories losses/write-downs 

- 


- 

57,821 

57,821 

Ref 24 


- 

- 

- 

(27,887,272) 

(27,887,272) 


Deficit before taxation 

51,032,814 

30,882,528 

81,915,342 

(152,836,366) 

(234,751,708) 



11 

























Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 


Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 

Figures in Rand 

Approved 

budget 

Adjustments 

Final Budget Actual amounts 
on comparable 
basis 

Difference Reference 

between final 
budget and 
actual 


Actual Amount on Comparable 
Basis as Presented in the 
Budget and Actual 

Comparative Statement 

51,032,814 

30,882,528 

81,915,342 (152,836,366) 

(234,751,708) 


Audited 

By 

2018 -11- 3 0 

Auditor General South Africa 
Mpumalanga Business Unit 





























Mkhondo Local Municipality 

(Registration number MP303) 


Annual Financial Statements for the year ended 30 June 2018 

Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 



Approved Adjustments 

Final Budget Actual amounts 

Difference Reference 

budget 

on comparable between final 


basis 

budget and 

Figures in Rand 


actual 


Statement of Financial Position 
Assets 


Current Assets 


Inventories 

9,350,630 

- 

9,350,630 

13,178,777 

3,828,147 

Ref 25 

Other financial assets 

- 

- 

- 

39,823 

39,823 

Ref 26 

Receivables from exchange 
transactions 

14,253,837 

- 

14,253,837 

3,064,028 

(11,189,809) 

Ref 27 

Receivables from non-exchange 
transactions 

- 

- 

- 

2,045,006 

2,045,006 

Ref 28 

Consumer debtors 

115,998,480 

25,005,459 

141,003,939 

41,692,978 

(99,310,961) 

Ref 29 

Cash and cash equivalents 

8,399 

137,258 

145,657 

3,443,923 

3,298,266 

Ref 30 


139,611,346 

25,142,717 

164,754,063 

63,464,535 

(101,289,528) 


Non-Current Assets 







Biological assets that form part 
of an agricultural activity 

72,264,809 

(13,391,797) 

58,873,012 

30,052,809 

(28,820,203) 

Ref 31 

Investment property 

17,527,900 

(654,800) 

16,873,100 

76,575,000 

59,701,900 

Ref 32 

Property, plant and equipment 

1,492,882,983 

(45,777,508) 1,447,105,475 

1,547,016,943 

99,911,468 

Ref 33 

Intangible assets 

158,887 

87,340 

246,227 

118,571 

(127,656) 

Ref 34 

Other financial assets 

157,503 

224,964 

382,467 

425,502 

43,035 

Ref 35 


1,582,992,082 

(59,511,801)1,523,480,281 

1,654,188,825 

130,708,544 


Total Assets 

1,722,603,428 

(34,369,084)1,688,234,344 

1,717,653,360 

29,419,016 


Liabilities 







Current Liabilities 

Other financial liabilities 

400,000 

(300,000) 

100,000 

10,000,000 

9,900,000 

Ref 36 

Operating lease liability 

- 

- 

- 

5,275 

5,275 

Ref 37 

Payables from exchange 
transactions 

97,639,624 

15,912,724 

113,552,348 

,» . i\ •' (> 

264,956,089 

151,403,741 

Ref 38 

VAT payable 

- 

- 

- 

16,525,137 

16,525,137 

Ref 39 

Consumer deposits 

4,131,433 

(621,211) 

3,510,222 

3,551,068 

40,846 

Ref 40 

Employee benefit obligation 

1,966,047 

(480,138) 

1,485,909 

1,619,055 

133,146 

Ref 41 

Unspent conditional grants and 
receipts 

- 

“ 


552,492 

552,492 

Ref 42 


104,137,104 

14,511,375 

118,648,479 

297,209,116 

178,560,637 



Non-Current Liabilities 

Employee benefit obligation 39,288,418 (4,180,253) 35,108,165 21,298,625 (13,809,540) Ref 43 

Provisions - - - 21,821,072 21,821,072 R e f44 


39,288,418 (4,180,253) 35,108,165 43,119,697 8,011,532 

Total Liabilities 143,425,522 10,331,122 153,756,644 340,328,813 186,572,169 


Net Assets 1,579,177,906 (44,700,206) 1,534,47730 1,377,324,$ 

47 (157,153,153) 


Audited “ 

By ' 

2018 'll- 3 0 



Auditor General South Africa 
Mpnmalanaa Business Unit 






























Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 


Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 


Approved 

Adjustments Final Budget 

Actual amounts 

Difference Reference 


budget 


on comparable 

between final 




basis 

budget and 

Figures in Rand 


9 


actual 

Net Assets 





Net Assets Attributable to 
Owners of Controlling Entity 


'» li! \)2 



Reserves 

Accumulated surplus 

1,579,177,906 

(44,700,206)1.534,477,700 

1,377,324,547 

(157,153,153) 


Audited 

By 

20)8 -II- 3 0 

Moul? eneral Sou,h Afr 'ca 
Mpumalanga Busina Unit 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Statement of Comparison of Budget and Actual Amounts 

Budget on Accrual Basis 


Figures in Rand 


Approved Adjustments Final Budget Actual amounts Difference 

budgft - , " on cdFliparable between final 

Audited bfcsis budget and 

actual 


Reference 


■B*. 


Cash Flow Statement 

Cash flows from operating activities 

Receipts 

Taxation 

Sale of goods and services 


2018 -II- 3 0 

Auditor General South Africa 

si.osrfg^ipunifgRMp 33,4ii 

112,247,042 4,386,860 116,633,902 144,753,805 


(6,956,655) 

28,119,903 


Ref 45 
Ref 46 


Grants 

319,161,000 

350,000 

319,511,000 

325,529,631 

6,018,631 

Ref 47 

Interest income 

530,000 

1,129,126 

1,659,126 

1,142,759 

(516,367) 

Ref 48 

Other receipts 

32,793,431 

(1,802,882) 

30,990,549 

- 

(30,990,549) 

Ref 49 


495,820,439 

5,663,104 

501,483,543 

497,159,606 

(4,323,937) 


Payments 

Employee costs 

(169,272,368) 

(2,059,950) 

(171,332,318) 

(172,023,695) 

(691,377) 

Ref 50 

Suppliers 

(224,030,632) 

9,408,474 

(214,622,158) 

(190,915,290) 

23,706,868 

Ref 51 

Finance costs 

(100,000) 

- 

(100,000) 

(14,656,478) 

(14,556,478) 

Ref 52 


(393,403,000) 

7,348,524 

(386,054,476) 

(377,595,463) 

8,459,013 


Net cash flows from operating 
activities 

102,417,439 

13,011,628 

115,429,067 

119,564,143 

4,135,076 


Cash flows from investing activities 






Purchase of property, plant and 
equipment 

(125,604,250) 

(10,095,332) 

(135,699,582) 

(122,173,646) 

13,525,936 

Ref 53 

Proceeds from sale of property, 
plant and equipment 

44,769,000 

(2,675,000) 

42,094,000 

1,933,584 

(40,160,416) 

Ref 54 

Purchase of financial assets 

- 

- 

- 

(82,858) 

(82,858) 

Ref 55 

Net cash flows from investing 
activities 

(80,835,250) 

(12,770,332) 

(93,605,582) 

(120,322,920) 

(26,717,338) 


Cash flows from financing activities 






Repayment of other financial 
liabilities 

(385,700) 

(297,083) 

(682,783) 

(7,296,892) 

(6,614,109) 

Ref 56 

Proceeds from other financial 
liabilities 

- 

- 

' 

10,000,000 

10,000,000 

Ref 57 

Net cash flows from financing 
activities 

(385,700) 

(297,083) 

(682,783) 

2,703,108 

(6,614,109) 


Net increase/(decrease) in cash 
and cash equivalents 

21,196,489 

(55,787) 

21,140,702 

1,944,331 

(29,196,371) 


Cash and cash equivalents at 
the beginning of the year 

1,689,000 

193,045 

1,882,045 

1,499,578 

(382,467) 

Ref 58 

Cash and cash equivalents at 
the end of the year 

22,885,489 

137,258 

23,022,747 

3,443,909 

(29,578,838) 



Statement of Comparison of Budget and actual amounts variances explanations 
Statement of Financial Performance 

Ref 1 Service charges - Revenue is 5% below budget and the variance is deemed immaterial. 

Ref 2 Licenses and permits - Variance is 94 above budget. The completion of the market stalls brought in more 
vendors under the control of the municipality. 
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Mkhondo Local Municipality 

(Registration number MP303) 

Annual Financial Statements for the year ended 30 June 2018 

Statement of Comparison of Budget £ 

Audited 

By • v 'l 

2018 -II- 3 0 

md Actual Amounts Africa 

• 

Budget on Accrual Basis 

Mpumalanga Business Unit 



Approved Adjustments Final Budget Actual amounts Difference Reference 
budget on comparable between final 


basis budget and 

Figures in Rand actual 

Ref 3 Rental income - The income is 22% below budget, this is because of non-billing of 
customers renting Municipal properties. 

Ref 4 Other income - Other income is 2% over budget this is deemed immaterial, 
from timber than budget for. 

Ref 5 Interest received - This is 18% above budget, because of consumer debtors who are not paying their accounts on 
time. 

Ref 6 Property rates - The variance is 9% below budget and this is considered immaterial. 

Ref 7 Government Grants and Subsidies - The variance is 3% above budget and is considered immaterial. 

Ref 8 Public contributions and donations - The variance is 131% above budget. This represents projects completed 
by Gert Sibande District and handed over to the Municipality. 

Ref 9 Fines and Penalties - The variance is 51% above budget, this is attributed to more traffic fines issued. 

Ref 10 Transfers and subsidies - Capital (In-kind-all) - The variance is 100%. No income was received during the year. 

Ref 11 Employee Salaries - It is 4% above budget, variance is considered immaterial. 

Ref 12 Remuneration of Councillors - Is 6% below budget and is considered immaterial. 

Ref 13 Depreciation - The variance is 183% above budget because of the change in useful life of the assets. 

Ref 14 Finance Costs - The variance is 14556% above budget this is due interest costs to suppliers. 

Ref 15 Lease rentals - The variance is 100% this was not budgeted for. 

Ref 16 Debt impairment - The variance is 22% above budget this is due to non-performance of debtors. 

Ref 17 Repairs and maintenance - The variance is 51% above budget, this is because of ageing machinery and 
equipment. 

Ref 18 Bulk Purchases - The variance is 8% above budget and this is considered immaterial. 

Ref 19 Contracted Services - The variance is 20% above budget, this is due to expenditure not budget for. 

Ref 20 Transfers and subsidies - The variance is 50% below budget, this is due to less consumers registering for 
services than budgeted for. 

Ref 21 General expenses - The variance is 5% below budget and is considered immaterial. 

Ref 22 Gains on disposal of assets - The variance is 100%. Not budgeted for. 

Ref 23 Fair value adjustments - The variance is 100%. Not budgeted for. 

Ref 24 Inventories losses - The variance is 100%. Not budgeted for. 

Statement of Financial position 

Current assets 

Ref 25 Inventories - The variance is 41% above budget and is because of land for RDP houses which was transferred to 
inventory. 

Ref 26 Other financial assets - The variance is 100%. Not budgeted for. 

Ref 27 Receivables from exchange transactions - The variance is 79% below budged, the line item was over budget 
for. 

Ref 28 Receivables from non - exchange transactions - The variance is 100% this was not budget for. 

Ref 29 Consumer debtors - The variance is 70% below budget, this is due to huge provisions for debtor’s impairments. 

Ref 30 Cash and equivalents - The variance is 2264% above budget. The line item was under budgeted for. 

i 

Non-current assets 

Ref 31 Biological assets - The variance is 49% below budget this is because of harvesting which 
took place during the year. 

Ref 32 Investment properties - The variance is 354% above budget. This is because of the change in accounting policy 
from cost model to fair value model. 

Ref 33 Property Plant and Equipment - The variance is 7% above budget which is considered 
Immaterial. 

Ref 34 Intangible assets - The variance is 52% below budget. This is because of amortisations during the period under 
review. 

Ref 35 Other financial assets - The variance is 11% above budget. The growth is due to fair valuations in Old Mutual 
Investments. 

Current Liabilities 

Ref 36 Other financial liabilities - The variance is 9900% above budget. This is because of the TWK loan which was 
taken in during the year and not budgeted for. 
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Mkhondo Local Municipality 

(Registration number MP303) 


Annual Financial Statements for the year ended 30 June 2018 

Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 



Approved Adjustments 

Final Budget Actual amounts 

Difference Reference 

budget 

on comparable between final 


basis 

budget and 

Figures in Rand 


actual 


Ref 37 Operating Lease liability - The variance is 100%. Not budgeted for. 

Ref 38 Payables form exchange transactions - The variance is 133% above budget, this is due to financial constraints. 

Ref 39 VAT payables - The variance is 100% and this was not budget for. 

Ref 40 Consumer deposits - The variance is 1 % above budget and is considered immaterial. 

Ref 41 Employee benefit obligation - The variance is 9% below budget. The variance is considered immaterial. 

Ref 42 Unspent conditional grants and receipts - The variance is 100%. Not budgeted for. 

Non-current liabilities 

Ref 43 Employee benefit obligation - The variance is 39% below budget. This is because of over budgeting on the line 
item. 

Ref 44 Provisions - The variance is 100% this was not budgeted for. 

Cash Flow Statement 

Ref 45 Taxation - The variance is 21% below budget, non-performance of consumer debtors. 

Ref 46 Sale of goods and services - The variance is 24% above budget. Improvement of cash collections over budget. 

Ref 47 Grants and subsidies - The variance is 2% above budget and the variance is considered immaterial. 

Ref 48 Interest income - The variance is 31% below budget, this was because of reduction 
investments made during the year. 

Ref 49 Other receipts - The variance is 100%. The actuals are included under sale of goods and services. 

Ref 50 Employee costs - The variance is 0.4% and is considered immaterial. 

Ref 51 Suppliers - The variance is 11% below budget and is due to increase in payables at year end because of cash 
flow constraints. 

Ref 52 Finance costs - The variance is 14556% above budget. This is because of interest on suppliers which was under 
budgeted for. 

Ref 53 Purchase of property plant and equipment - The variance is 100% below budget. This is due to cash flow 
constraints. 

Ref 54 Proceeds from property plant and equipment - The variance is 95% below budget. This is because of over 
budgeting. 

Ref 55 Purchase of financial assets - The variance is 100%. This was not budgeted for. 

Ref 56 Repayment of other financial liabilities - The variance is 969%. This is because of under budgeting. 

Ref 57 Proceeds from Other financial liabilities - The variance is 100%. TWK loan was not budgeted for. 

Ref 58 Cash and cash equivalents at the beginning of the year - The variance is 20% below budget. This is because 
the budget was not adjusted during the adjustment budget period. 


Audited 

By 


2018 -M" 3 0 

Business. 


Auditor General South Africa 
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1. Presentation of Annual Financial Statements 


The annual financial statements have been prepared in accordance with the Standards of Generally Recognised 
Accounting Practice (GRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal 
Finance Management Act (Act 56 of 2003). 

These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with 
historical cost convention as the basis of measurement, unless specified otherwise. They are presented in South African 
Rand. 

Assets, liabilities, revenues and expenses were not offset, except where offsetting is either required or permitted by a 
Standard of GRAP. 

A summary of the significant accounting policies, which have been consistently applied in the preparation of these annual 
financial statements, are disclosed below. 

These accounting policies are consistent with the previous period. 

1.1 Presentation currency 

These annual financial statements are presented in South African Rand, which is the functional currency of the municipality. 

1.2 Going concern assumption 

These annual financial statements have been prepared based on the expectation that the municipality will continue to 
operate as a going concern for at least the next 12 months. 

1.3 Significant judgements and sources of estimation uncertainty 

In preparing the annual financial statements, management is required to make estimates and assumptions that affect the 
amounts represented in the annual financial statements and related disclosures. Use of available information and the 
application of judgement is inherent in the formation of estimates. Actual results in the future could differ from these 
estimates which may be material to the annual financial statements. Significant judgements include: 

Trade receivables / Held to maturity investments and/or loans and receivables 

The municipality assesses its trade receivables and loans and receivables for impairment at the end of each reporting 
period. In determining whether an impairment loss should be recorded in surplus or deficit, the surplus makes judgements 
as to whether there is observable data indicating a measurable decrease in the estimated future cash flows from a financial 
asset. 

The impairment for trade receivables and loans and receivables is calculated on a portfolio basis, based on historical loss 
ratios, adjusted for national and industry-specific economic conditions and other indicators present at the reporting date that 
correlate with defaults on the portfolio. These annual loss ratios are applied to loan balances in the portfolio and scaled to 
the estimated loss emergence period. 

Allowance for slow moving, damaged and obsolete stock 

An allowance for stock to write stock down to the lower of cost or net realisable value. Management have made estimates 
of the selling price and direct cost to sell on certain inventory items. The write down is included in the operation surplus 
note. 
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Accounting Policies 


1.3 Significant judgements and sources of estimation uncertainty (continued) 

Fair value estimation 

The fair value of financial instruments traded in active markets (such as trading and available-for-sale securities) is based 
on quoted market prices at the end of the reporting period. The quoted market price used for financial assets held by the 
municipality is the current bid price. 

The fair value of financial instruments that are not traded in an active market (for example, over-the counter derivatives) is 
determined by using valuation techniques. The municipality uses a variety of methods and makes assumptions that are 
based on market conditions existing at the end of each reporting period. Quoted market prices or dealer quotes for similar 
instruments are used for long-term debt. Other techniques, such as estimated discounted cash flows, are used to determine 
fair value for the remaining financial instruments. The fair value of interest rate swaps is calculated as the present value of 
the estimated future cash flows. The fair value of forward foreign exchange contracts is determined using quoted forward 
exchange rates at the end of the reporting period. 

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair 
values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual cash 
flows at the current market interest rate that is available to the municipality for similar financial instruments. 

The carrying amount of available-for-sale financial assets would be an estimated R - lower or R - higher were the 
discounted rate used in the discount cash flow analysis to differ by 10% from management’s estimates. 

Impairment testing 

The recoverable amounts of cash-generating units and individual assets have been determined based on the higher of 
value-in-use calculations and fair values less costs to sell. These calculations require the use of estimates and 
assumptions. It is reasonably possible that the [name a key assumption] assumption may change which may then impact 
our estimations and may then require a material adjustment to the carrying value of goodwill and tangible assets. 

The municipality reviews and tests the carrying value of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable. In addition, goodwill is tested on an annual basis for impairment. Assets are 
grouped at the lowest level for which identifiable cash flows are largely independent of cash flows of other assets and 
liabilities. If there are indications that impairment may have occurred, estimates are prepared of expected future cash flows 
for each group of assets. Expected future cash flows used to determine the value in use of goodwill and tangible assets are 
inherently uncertain and could materially change over time. They are significantly affected by a number of factors including 
[list entity specific variables, i.e. production estimates, supply demand], together with economic factors such as [list 
economic factors such as exchange rates inflation interest]. 

Provisions 

Provisions were raised and management determined an estimate based on the information available. Additional disclosure 
of these estimates of provisions are included in note 20 - Provisions. 

Useful lives of waste and water network and other assets 

The municipality's management determines the estimated useful lives and related depreciation charges for the waste water 
and water networks. This estimate is based on industry norm. Management will increase the depreciation charge where 
useful lives are less than previously estimated useful lives. 
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1.3 Significant judgements and sources of estimation uncertainty (continu 
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Post retirement benefits 


The present value of the post retirement obligation depends on a number of factors that are determined on an actuarial 
basis using a number of assumptions. The assumptions used in determining the net cost (income) include the discount 
rate. Any changes in these assumptions will impact on the carrying amount of post retirement obligations. 

The municipality determines the appropriate discount rate at the end of each year. This is the interest rate that should be 
used to determine the present value of estimated future cash outflows expected to be required to settle the pension 
obligations. In determining the appropriate discount rate, the municipality considers the interest rates of high-quality 
corporate bonds that are denominated in the currency in which the benefits will be paid, and that have terms to maturity 
approximating the terms of the related pension liability. 

Other key assumptions for pension obligations are based on current market conditions. Additional information is disclosed 
in Note 18. 

Effective interest rate 

The municipality used the prime interest rate to discount future cash flows. 

Allowance for doubtful debts 

On debtors an impairment loss is recognised in surplus and deficit when there is objective evidence that it is impaired. The 
impairment is measured as the difference between the debtors carrying amount and the present value of estimated future 
cash flows discounted at the effective interest rate, computed at initial recognition. 

1.4 Biological assets that form part of an agricultural activity 

The entity recognises a biological assets that form part of an agricultural activity or agricultural produce when, and only 
when: 

• the entity controls the asset as a result of past events; 

• it is probable that future economic benefits or service potential associated with the asset will flow to the 
municipality; and 

• the fair value or cost of the asset can be measured reliably. 

Biological assets that form part of an agricultural activity are measured at their fair value less costs to sell. 

A gain or loss arising on initial recognition of biological assets that form part of an agricultural activity or agricultural produce 
at fair value less costs to sell and from a change in fair value less costs to sell of a biological assets that form part of an 
agricultural activity is included in surplus or deficit for the period in which it arises. 

Where fair value cannot be measured reliably, biological assets are measured at cost less any accumulated depreciation 
and any accumulated impairment losses. 

Depreciation is provided on biological assets that form part of an agricultural activity where fair value cannot be determined, 
to write down the cost, less residual value, by equal installments over their useful lives as follows: 

Item Useful life 

Trees in a plantation forest indefinite 

1.5 Investment property 

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital 
appreciation or both, rather than for: 

• use in the production or supply of goods or services or for 

• administrative purposes, or 

• sale in the ordinary course of operations. 

Owner-occupied property is property held for use in the production or supply of goods or services or for administrative 
purposes. 
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1.5 Investment property (continued) 

Unit 



Investment property is recognised as an asset when, it is probable that the future economic benefits or service potential that 
are associated with the investment property will flow to the municipality, and the cost or fair value of the investment property 
can be measured reliably. 

Investment property is initially recognised at cost. Transaction costs are included in the initial measurement. 

Where investment property is acquired through a non-exchange transaction, its cost is its fair value as at the date of 
acquisition. 

Costs include costs incurred initially and costs incurred subsequently to add to, or to replace a part of, or service a property. 
If a replacement part is recognised in the carrying amount of the investment property, the carrying amount of the replaced 
part is derecognised. 

Fair value 

Subsequent to initial measurement investment property is measured at fair value. 

The fair value of investment property reflects market conditions at the reporting date. 

A gain or loss arising from a change in fair value is included in net surplus or deficit for the period in which it arises. 

If the entity determines that the fair value of an investment property under construction is not reliably determinable but 
expects the fair value of the property to be reliably measurable when construction is complete, it measures that investment 
property under construction at cost until either its fair value becomes reliably determinable or construction is completed 
(whichever is earlier). If the entity determines that the fair value of an investment property (other than an investment 
property under construction) is not reliably determinable on a continuing basis, the entity measures that investment property 
using the cost model (as per the accounting policy on Property, plant and equipment). The residual value of the investment 
property is then assumed to be zero. The entity applies the cost model (as per the accounting policy on Property, plant and 
equipment) until disposal of the investment property. 

Once the entity becomes able to measure reliably the fair value of an investment property under construction that has 
previously been measured at cost, it measures that property at its fair value. Once construction of that property is complete, 
it is presumed that fair value can be measured reliably. If this is not the case, the property is accounted for using the cost 
model in accordance with the accounting policy on Property, plant and equipment. 

Investment property is derecognised on disposal or when the investment property is permanently withdrawn from use and 
no future economic benefits or service potential are expected from its disposal. 

Gains or losses arising from the retirement or disposal of investment property is the difference between the net disposal 
proceeds and the carrying amount of the asset and is recognised in surplus or deficit in the period of retirement or disposal. 

Compensation fro*Q third parties for investment property that was impaired, lost or given up is recognised in surplus or 
deficit when the compensation becomes receivable. 

When classification is difficult, the criteria used to distinguish investment property from owner-occupied property and from 
property held for sale in the ordinary course of operations, including the nature or type of properties classified as held for 
strategic purposes, are as follows: 

The municipality separately discloses expenditure to repair and maintain investment property in the notes to the annual 
financial statements (see note ). 

The municipality discloses relevant information relating to assets under construction or development, in the notes to the 
annual financial statements (see note ). 

1.6 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use in the 
production or supply of goods or services, rental to others, or for administrative purposes, and are expected to be used 
during more than one period. 
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1.6 Property, plant and equipment (continued) 

The cost of an item of property, plant and equipment is recognised as an asset whe 
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• it is probable that future economic benefits or service potential associated with the item will flow to the 
municipality; and 

• the cost of the item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring the asset to 
the location and condition necessary for it to be capable of operating in the manner intended by management. Trade 
discounts and rebates are deducted in arriving at the cost. 

Where an asset is acquired through a non-exchange transaction, its cost is its fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the 
acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up. 

When significant components of an item of property, plant and equipment have different useful lives, they are accounted for 
as separate items (major components) of property, plant and equipment. 

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred 
subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of 
property, plant and equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is also 
included in the cost of property, plant and equipment, where the entity is obligated to incur such expenditure, and where the 
obligation arises as a result of acquiring the asset or using it for purposes other than the production of inventories. 

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in the 
location and condition necessary for it to be capable of operating in the manner intended by management. 

Items such as spare parts, standby equipment and servicing equipment are recognised when they meet the definition of 
property, plant and equipment. 

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet 
the recognition criteria above are included as a replacement in the cost of the item of property, plant and equipment. Any 
remaining inspection costs from the previous inspection are derecognised. 

Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses. 

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated 
residual value. 

Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses. 

The useful lives of items of property, plant and equipment have been assessed as follows: 


Item 

Depreciation method 

Average useful life 

Land 

Straight line 

Indefinite 

Land and buildings - Community Facilities 

Straight line 

15-100 years 

Land and buildings - Servitudes 

Straight line 

0 

Land and Buildings - Fire/Ambulance stations 

Straight line 

5-100 years 

Land and buildings - Municipal offices 

Straight line 

5-100 years 

Land and buildings - Workshops/depots/yards 

Straight line 

5 -100 years 

Land and buildings - Outdoor sport facilities 

Straight line 

15 -50 years 

Land and buildings - Staff housing 

Straight line 

15-100 years 

Water Supply network - Storm water network 

Straight line 

20-50 years 

Water Supply network- Bulk mains 

Straight line 

40- 80 years 

Water Supply network - Dams and Weirs 

Straight line 

15-50 years 
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Water supply network - Distribution 

Straight line 

80 years 

Water supply network - Distribution points 

Straight line 

15-20 years 

Water Supply network - Pumpstations 

Straight line 

5-100 years 

Water Supply network - Reservoirs and towers 

Straight line 

7-100 years 

Water supply networks- Water Treatment works 

Straight line 

5-100 years 

Electricity Networks- LV Network (<1000V) 

Straight line 

20 years 

Electricity networks- MV Network (<=33 kv) 

Straight line 

45 years 

Work in progress 

Straight line 

not depreciated 

Road networks - Roads 

Straight line 

5-100 years 

Road Networks - Roadside assets 

Straight line 

10-50 years 

Sanitation Networks - Boreholes 

Straight line 

15-50 years 

Sanitation networks - Outfall sewers 

Straight line 

80 years 

Sanitation network - Reservoirs & towers 

Straight line 

15-50 years 

Sanitation network - Reticulation 

Straight line 

80 years 

Sanitation network - Sewer Pump stations 

Straight line 

10-100 years 

Sanitation network - Waste Water Treatment Works (WWTW) 

Straight line 

5-100 years 

Road bridges 

Straight line 

50 years 

Plant and machinery 

Straight line 

2-15 years 

Furniture and fixtures 

Straight line 

2-10 years 

Office equipment 

Straight line 

2-15 years 

Transport assets 

Straight line 

3-15 years 


The depreciable amount of an asset is allocated on a systematic basis over its useful life. 


Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item is 
depreciated separately. 


The depreciation method used reflects the pattern in which the asset’s future economic benefits or service potential are 
expected to be consumed by the municipality. The depreciation method applied to an asset is reviewed at least at each 
reporting date and, if there has been a significant change in the expected pattern of consumption of the future economic 
benefits or service potential embodied in the asset, the method is changed to reflect the changed pattern. Such a change is 
accounted for as a change in an accounting estimate. 

The municipality assesses at each reporting date whether there is any indication that the municipality expectations about 
the residual value and the useful life of an asset have changed since the preceding reporting date. If any such indication 
exists, the municipality revises the expected useful life and/or residual value accordingly. The change is accounted for as a 
change in an accounting estimate. 


The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of 
another asset. 


Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further 
economic benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit 
when the item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment 
is determined as the difference between the net disposal proceeds, if any, and the carrying amount of the item. 

Assets which the municipality holds for rentals to others and subsequently routinely sell as part of the ordinary course of 
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. Proceeds from sales of 
these assets are recognised as revenue. All cash flows on these assets are included in cash flows from operating activities 
in the cash flow statement. 


1.7 Intangible assets 

An asset is identifiable if it either: 

• is separable, i.e. is capable of being separated or divided from an entity and sold, transferred, licensed, rented or 
exchanged, either individually or together with a related contract, identifiable assets or liability, regardless of 
whether the entity intends to do so; or 

♦ arises from binding arrangements (including rights from contracts), regardless of whether those rights are 
transferable or separable from the municipality or from other rights and obligations. 
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A binding arrangement describes an arrangement that confers similar rights and obligations on the parties to it as if it were 
in the form of a contract. 

An intangible asset is recognised when: 

• it is probable that the expected future economic benefits or service potential that are attributable to the asset will 
flow to the municipality; and 

• the cost or fair value of the asset can be measured reliably. 

The municipality assesses the probability of expected future economic benefits or service potential using reasonable and 
supportable assumptions that represent management’s best estimate of the set of economic conditions that will exist over 
the useful life of the asset. 

Where an intangible asset is acquired through a non-exchange transaction, its initial cost at the date of acquisition is 
measured at its fair value as at that date. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

An intangible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no 
foreseeable limit to the period over which the asset is expected to generate net cash inflows or service potential. 
Amortisation is not provided for these intangible assets, but they are tested for impairment annually and whenever there is 
an indication that the asset may be impaired. For all other intangible assets amortisation is provided on a straight line basis 
over their useful life. 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date. 

Reassessing the useful life of an intangible asset with a finite useful life after it was classified as indefinite is an indicator 
that the asset may be impaired. As a result the asset is tested for impairment and the remaining carrying amount is 
amortised over its useful life. 

Internally generated brands, mastheads, publishing titles, customer lists and items similar in substance are not recognised 
as intangible assets. 

Internally generated goodwill is not recognised as an intangible asset. 

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows: 
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Item 


Depreciation method Average useful life 


Computer software, other 


Straight line 


5 years 
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1.8 Financial instruments 

A financial instrument is any contract that gives rise to a financial asset of one 
interest of another entity. 
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The amortised cost of a financial asset or financial liability is the amount at which the financial asset or financial liability is 
measured at initial recognition minus principal repayments, plus or minus the cumulative amortisation using the effective 
interest method of any difference between that initial amount and the maturity amount, and minus any reduction (directly or 
through the use of an allowance account) for impairment or uncollectibility. 

A concessionary loan is a loan granted to or received by an entity on terms that are not market related. 

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other party by failing to 
discharge an obligation. 

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
foreign exchange rates. 

Derecognition is the removal of a previously recognised financial asset or financial liability from an entity’s statement of 
financial position. 

A derivative is a financial instrument or other contract with all three of the following characteristics: 

• Its value changes in response to the change in a specified interest rate, financial instrument price, commodity 
price, foreign exchange rate, index of prices or rates, credit rating or credit index, or other variable, provided in 
the case of a non-financial variable that the variable is not specific to a party to the contract (sometimes called 
the 'underlying'). 

• It requires no initial net investment or an initial net investment that is smaller than would be required for other 
types of contracts that would be expected to have a similar response to changes in market factors. 

• It is settled at a future date. 

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability (or 
group of financial assets or financial liabilities) and of allocating the interest income or interest expense over the relevant 
period. The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the 
expected life of the financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial 
asset or financial liability. When calculating the effective interest rate, an entity shall estimate cash flows considering all 
contractual terms of the financial instrument (for example, prepayment, call and similar options) but shall not consider future 
credit losses. The calculation includes all fees and points paid or received between parties to the contract that are an 
integral part of the effective interest rate (see the Standard of GRAP on Revenue from Exchange Transactions), transaction 
costs, and all other premiums or discounts. There is a presumption that the cash flows and the expected life of a group of 
similar financial instruments can be estimated reliably. However, in those rare cases when it is not possible to reliably 
estimate the cash flows or the expected life of a financial instrument (or group of financial instruments), the entity shall use 
the contractual cash flows over the full contractual term of the financial instrument (or group of financial instruments). 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable willing parties 
in an arm’s length transaction. 

A financial asset is: 

• cash; 

• a residual interest of another entity; or 

• a contractual right to: 

receive cash or another financial asset from another entity; or 

exchange financial assets or financial liabilities with another entity under conditions that are potentially 
favourable to the entity. 

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for 
a loss it incurs because a specified debtor fails to make payment when due in accordance with the original or modified 
terms of a debt instrument. 

A financial liability is any liability that is a contractual obligation to: 

• deliver cash or another financial asset to another entity; or 

• exchange financial assets or financial liabilities under conditions that are potentially unfavourable to the entity. 
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1.8 Financial instruments (continued) 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes 
in market interest rates. 


Liquidity risk is the risk encountered by an entity in the event of difficulty in meeting obligations associated with financial 
liabilities that are settled by delivering cash or another financial asset. 

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions. 

Loans payable are financial liabilities, other than short-term payables on normal credit terms. 

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market prices. Market risk comprises three types of risk: currency risk, interest rate risk and other price risk. 

Other price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes 
in market prices (other than those arising from interest rate risk or currency risk), whether those changes are caused by 
factors specific to the individual financial instrument or its issuer, or factors affecting all similar financial instruments traded 
in the market. 


A financial asset is past due when a counterparty has failed to make a payment when contractually due. 

A residual interest is any contract that manifests an interest in the assets of an entity after deducting all of its liabilities. A 
residual interest includes contributions from owners, which may be shown as: 

• equity instruments or similar forms of unitised capital; 

• a formal designation of a transfer of resources (or a class of such transfers) by the parties to the transaction as 
forming part of an entity’s net assets, either before the contribution occurs or at the time of the contribution; or 

• a formal agreement, in relation to the contribution, establishing or increasing an existing financial interest in the 
net assets of an entity. 

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset 
or financial liability. An incremental cost is one that would not have been incurred if the entity had not acquired, issued or 
disposed of the financial instrument. 

Financial instruments at amortised cost are non-derivative financial assets or non-derivative financial liabilities that have 
fixed or determinable payments, excluding those instruments that: 

• the entity designates at fair value at initial recognition; or 

• are held for trading. 

Financial instruments at cost are investments in residual interests that do not have a quoted market price in an active 
market, and whose fair value cannot be reliably measured. 

Financial instruments at fair value comprise financial assets or financial liabilities that are: 

• derivatives; 

• combined instruments that are designated at fair value; 

• instruments held for trading. A financial instrument is held for trading if: 

it is acquired or incurred principally for the purpose of selling or repurchasing it in the near-term; or 
on initial recognition it is part of a portfolio of identified financial instruments that are managed together and 
for which there is evidence of a recent actual pattern of short term profit-taking; 

non-derivative financial assets or financial liabilities with fixed or determinable payments that are 
designated at fair value at initial recognition; and 

financial instruments that do not meet the definition of financial instruments at amortised cost or financial 
instruments at cost. 
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The entity has the following types of financial assets (classes and category) as reflected on the face of the statement of 
financial position or in the notes thereto: 


Class 

Cash 

Receivables from exchange transactions 
Consumer debtors 
Other Financial assets 

Receivables from non exchange transactions 
Fixed deposit 
Listed equity 

The entity has the following types of financial liabi 
financial position or in the notes thereto: 


Class 

Financial Liabilities 
Consumer deposits 
Payables from exchange transactions 
Unspent conditional grants 

The entity has the following types of residual interests (classes and category) as reflected on the face of the statement of 
financial position or in the notes thereto: 


Category 

Financial liability measured at amortised cost 
Financial liability measured at amortised cost 
Financial liability measured at amortised cost 
Financial liability measured at amortised cost 


Category 

Financial asset 
Financial asset 
Financial asset 
Financial asset 
Financial asset 
Financial asset 
Financial asset 


measured 

measured 

measured 

measured 

measured 

measured 

measured 


at amortised cost 
at amortised cost 
at amortised cost 
at amortised cost 
at amortised cost 
at fair value 
at fair value 


ilities (classes and category) as reflected on the face of the statement of 


Initial recognition 

The entity recognises a financial asset or a financial liability in its statement of financial position when the entity becomes a 
party to the contractual provisions of the instrument. 

The entity recognises financial assets using trade date accounting. 

Initial measurement of financial assets and financial liabilities 

The entity measures a financial asset and financial liability initially at its fair value plus transaction costs that are directly 
attributable to the acquisition or issue of the financial asset or financial liability. 

The entity measures a financial asset and financial liability initially at its fair value [if subsequently measured at fair value]. 

The entity first assesses whether the substance of a concessionary loan is in fact a loan. On initial recognition, the entity 
analyses a concessionary loan into its component parts and accounts for each component separately. The entity accounts 
for that part of a concessionary loan that is: 

• a social benefit in accordance with the Framework for the Preparation and Presentation of Financial Statements, 
where it is the issuer of the loan; or 

• non-exchange revenue, in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions 
(Taxes and Transfers), where it is the recipient of the loan. 
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Subsequent measurement of financial assets and financial liabilities 

The entity measures all financial assets and financial liabilities after initial recognition using the following categories: 

• Financial instruments at fair value. 

• Financial instruments at amortised cost. 

• Financial instruments at cost. 

All financial assets measured at amortised cost, or cost, are subject to an impairment review. 

Fair value measurement considerations 

The best evidence of fair value is quoted prices in an active market. If the market for a financial instrument is not active, the 
entity establishes fair value by using a valuation technique. The objective of using a valuation technique is to establish what 
the transaction price would have been on the measurement date in an arm’s length exchange motivated by normal 
operating considerations. Valuation techniques include using recent arm’s length market transactions between 
knowledgeable, willing parties, if available, reference to the current fair value of another instrument that is substantially the 
same, discounted cash flow analysis and option pricing models. If there is a valuation technique commonly used by market 
participants to price the instrument and that technique has been demonstrated to provide reliable estimates of prices 
obtained in actual market transactions, the entity uses that technique. The chosen valuation technique makes maximum 
use of market inputs and relies as little as possible on entity-specific inputs. It incorporates all factors that market 
participants would consider in setting a price and is consistent with accepted economic methodologies for pricing financial 
instruments. Periodically, an municipality calibrates the valuation technique and tests it for validity using prices from any 
observable current market transactions in the same instrument (i.e. without modification or repackaging) or based on any 
available observable market data. 

The fair value of a financial liability with a demand feature (e.g. a demand deposit) is not less than the amount payable on 
demand, discounted from the first date that the amount could be required to be paid. 

Reclassification 

The entity does not reclassify a financial instrument while it is issued or held unless it is: 

• combined instrument that is required to be measured at fair value; or 

• an investment in a residual interest that meets the requirements for reclassification. 

Where the entity cannot reliably measure the fair value of an embedded derivative that has been separated from a host 
contract that is a financial instrument at a subsequent reporting date, it measures the combined instrument at fair value. 
This requires a reclassification of the instrument from amortised cost or cost to fair value. 

If fair value can no longer be measured reliably for an investment in a residual interest measured at fair value, the entity 
reclassifies the investment from fair value to cost. The carrying amount at the date that fair value is no longer available 
becomes the cost. 

If a reliable measure becomes available for an investment in a residual interest for which a measure was previously not 
available, and the instrument would have been required to be measured at fair value, the entity reclassifies the instrument 
from cost to fair value. 

Gains and losses 

A gain or loss arising from a change in the fair value of a financial asset or financial liability measured at fair value is 
recognised in surplus or deficit. 

For financial assets and financial liabilities measured at amortised cost or cost, a gain or loss is recognised in surplus or 
deficit when the financial asset or financial liability is derecognised or impaired, or through the amortisation process. 

Impairment and uncollectibility of financial assets 

The entity assess at the end of each reporting period whether there is any objective evidence that a financial asset or group 
of financial assets is impaired. 

Financial assets measured at amortised cost: 
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If there Is objective evidence that an impairment loss on financial assets measured at amortised cost has been incurred, the 
amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated 
future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s original 
effective interest rate. The carrying amount of the asset is reduced directly OR through the use of an allowance account. 
The amount of the loss is recognised in surplus or deficit. 

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an 
event occurring after the impairment was recognised, the previously recognised impairment loss is reversed directly OR by 
adjusting an allowance account. The reversal does not result in a carrying amount of the financial asset that exceeds what 
the amortised cost would have been had the impairment not been recognised at the date the impairment is reversed. The 
amount of the reversal is recognised in surplus or deficit. 

Financial assets measured at cost: 

If there is objective evidence that an impairment loss has been incurred on an investment in a residual interest that is not 
measured at fair value because its fair value cannot be measured reliably, the amount of the impairment loss is measured 
as the difference between the carrying amount of the financial asset and the present value of estimated future cash flows 
discounted at the current market rate of return for a similar financial asset. Such impairment losses are not reversed. 
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1.8 Financial instruments (continued) 

Derecognition 
Financial assets 

The entity derecognises financial assets using trade date accounting. 

The entity derecognises a financial asset only when: 

• the contractual rights to the cash flows from the financial asset expire, are settled or waived; 

• the entity transfers to another party substantially all of the risks and rewards of ownership of the financial asset; 
or 

• the entity, despite having retained some significant risks and rewards of ownership of the financial asset, has 
transferred control of the asset to another party and the other party has the practical ability to sell the asset in its 
entirety to an unrelated third party, and is able to exercise that ability unilaterally and without needing to impose 
additional restrictions on the transfer. In this case, the entity : 

derecognise the asset; and 

recognise separately any rights and obligations created or retained in the transfer. 

The carrying amounts of the transferred asset are allocated between the rights or obligations retained and those transferred 
on the basis of their relative fair values at the transfer date. Newly created rights and obligations are measured at their fair 
values at that date. Any difference between the consideration received and the amounts recognised and derecognised is 
recognised in surplus or deficit in the period of the transfer. 

If the entity transfers a financial asset in a transfer that qualifies for derecognition in its entirety and retains the right to 
service the financial asset for a fee, it recognise either a servicing asset or a servicing liability for that servicing contract. If 
the fee to be received is not expected to compensate the entity adequately for performing the servicing, a servicing liability 
for the servicing obligation is recognised at its fair value. If the fee to be received is expected to be more than adequate 
compensation for the servicing, a servicing asset is recognised for the servicing right at an amount determined on the basis 
of an allocation of the carrying amount of the larger financial asset. 

If, as a result of a transfer, a financial asset is derecognised in its entirety but the transfer results in the entity obtaining a 
new financial asset or assuming a new financial liability, or a servicing liability, the entity recognise the new financial asset, 
financial liability or servicing liability at fair value. 

On derecognition of a financial asset in its entirety, the difference between the carrying amount and the sum of the 
consideration received is recognised in surplus or deficit. 

If the transferred asset is part of a larger financial asset and the part transferred qualifies for derecognition in its entirety, the 
previous carrying amount of the larger financial asset is allocated between the part that continues to be recognised and the 
part that is derecognised, based on the relative fair values of those parts, on the date of the transfer. For this purpose, a 
retained servicing asset is treated as a part that continues to be recognised. The difference between the carrying amount 
allocated to the part derecognised and the sum of the consideration received for the part derecognised is recognised in 
surplus or deficit. 

If a transfer does not result in derecognition because the entity has retained substantially all the risks and rewards of 
ownership of the transferred asset, the entity continue to recognise the transferred asset in its entirety and recognise a 
financial liability for the consideration received. In subsequent periods, the entity recognises any revenue on the transferred 
asset and any expense incurred on the financial liability. Neither the asset, and the associated liability nor the revenue, and 
the associated expenses are offset. 

Financial liabilities 

The entity removes a financial liability (or a part of a financial liability) from its statement of financial position when it is 
extinguished — i.e. when the obligation specified in the contract is discharged, cancelled, expires or waived. 

An exchange between an existing borrower and lender of debt instruments with substantially different terms is accounted 
for as having extinguished the original financial liability and a new financial liability is recognised. Similarly, a substantial 
modification of the terms of an existing financial liability or a part of it is accounted for as having extinguished the original 
financial liability and having recognised a new financial liability. 
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The difference between the carrying amount of a financial liability (or part of a financial liability) extinguished or transferred 
to another party and the consideration paid, including any non-cash assets transferred or liabilities assumed, is recognised 
in surplus or deficit. Any liabilities that are waived, forgiven or assumed by another entity by way of a non-exchange 
transaction are accounted for in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions 
(Taxes and Transfers). 

Presentation 

Interest relating to a financial instrument or a component that is a financial liability is recognised as revenue or expense in 
surplus or deficit. 

Dividends or similar distributions relating to a financial instrument or a component that is a financial liability is recognised as 
revenue or expense in surplus or deficit. 

Losses and gains relating to a financial instrument or a component that is a financial liability is recognised as revenue or 
expense in surplus or deficit. 

Distributions to holders of residual interests are recognised by the entity directly in net assets. Transaction costs incurred on 
residual interests are accounted for as a deduction from net assets. Income tax [where applicable] relating to distributions to 
holders of residual interests and to transaction costs incurred on residual interests are accounted for in accordance with the 
International Accounting Standard on Income Taxes. 

A financial asset and a financial liability are only offset and the net amount presented in the statement of financial position 
when the entity currently has a legally enforceable right to set off the recognised amounts and intends either to settle on a 
net basis, or to realise the asset and settle the liability simultaneously. 

In accounting for a transfer of a financial asset that does not qualify for derecognition, the entity does not offset the 
transferred asset and the associated liability. 
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1.9 Leases 



A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease 
is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership. 


When a lease includes both land and buildings elements, the entity assesses the classification of each element separately. 


Operating leases - lessor 

Operating lease revenue is recognised as revenue on a straight-line basis over the lease term. 

Initial direct costs incurred in negotiating and arranging operating leases are added to the carrying amount of the leased 
asset and recognised as an expense over the lease term on the same basis as the lease revenue. 

The aggregate cost of incentives is recognised as a reduction of rental revenue over the lease term on a straight-line basis. 

The aggregate benefit of incentives is recognised as a reduction of rental expense over the lease term on a straight-line 
basis. 


Income for leases is disclosed under revenue in statement of financial performance. 


Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference 
between the amounts recognised as an expense and the contractual payments are recognised as an operating lease asset 
or liability. 

1.10 Inventories 

Inventories are initially measured at cost except where inventories are acquired through a non-exchange transaction, then 
their costs are their fair value as at the date of acquisition. 

Subsequently inventories are measured at the lower of cost and net realisable value. 

Inventories are measured at the lower of cost and current replacement cost where they are held for; 

• distribution at no charge or for a nominal charge; or 

• consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

Net realisable value is the estimated selling price in the ordinary course of operations less the estimated costs of 
completion and the estimated costs necessary to make the sale, exchange or distribution. 

Current replacement cost is the cost the municipality incurs to acquire the asset on the reporting date. 

The cost of inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the 
inventories to their present location and condition. 

The cost of inventories of items that are not ordinarily interchangeable and goods or services produced and segregated for 
specific projects is assigned using specific identification of the individual costs. 

The cost of inventories is assigned using the weighted average cost formula. The same cost formula is used for all 
inventories having a similar nature and use to the municipality. 

When inventories are sold, the carrying amounts of those inventories are recognised as an expense in the period in which 
the related revenue is recognised. If there is no related revenue, the expenses are recognised when the goods are 
distributed, or related services are rendered. The amount of any write-down of inventories to net realisable value or current 
replacement cost and all losses of inventories are recognised as an expense in the period the write-down or loss occurs. 
The amount of any reversal of any write-down of inventories, arising from an increase in net realisable value or current 
replacement cost, are recognised as a reduction in the amount of inventories recognised as an expense in the period in 
which the reversal occurs. 
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A qualifying insurance policy is an insurance policy issued by an insurer that is not a related party (as defined in the 
Standard of GRAP on Related Party Disclosures) of the reporting entity, if the proceeds of the policy can be used only to 
pay or fund employee benefits under a defined benefit plan and are not available to the reporting entity’s own creditors 
(even in liquidation) and cannot be paid to the reporting entity, unless either: 

• the proceeds represent surplus assets that are not needed for the policy to meet all the related employee benefit 
obligations; or 

• the proceeds are returned to the reporting entity to reimburse it for employee benefits already paid. 

Termination benefits are employee benefits payable as a result of either: 

• an entity’s decision to terminate an employee’s employment before the normal retirement date; or 

• an employee’s decision to accept voluntary redundancy in exchange for those benefits. 

Other long-term employee benefits are employee benefits (other than post-employment benefits and termination benefits) 
that are not due to be settled within twelve months after the end of the period in which the employees render the related 
service. 

Vested employee benefits are employee benefits that are not conditional on future employment. 

Composite social security programmes are established by legislation and operate as multi-employer plans to provide post¬ 
employment benefits as well as to provide benefits that are not consideration in exchange for service rendered by 
employees. 

A constructive obligation is an obligation that derives from an entity’s actions where by an established pattern of past 
practice, published policies or a sufficiently specific current statement, the entity has indicated to other parties that it will 
accept certain responsibilities and as a result, the entity has created a valid expectation on the part of those other parties 
that it will discharge those responsibilities. 

Short-term employee benefits 

Short-term employee benefits are employee benefits (other than termination benefits) that are due to be settled within 
twelve months after the end of the period in which the employees render the related service. 

Short-term employee benefits include items such as: 

• wages, salaries and social security contributions; 

• short-term compensated absences (such as paid annual leave and paid sick leave) where the compensation for 
the absences is due to be settled within twelve months after the end of the reporting period in which the 
employees render the related employee service; 

• bonus, incentive and performance related payments payable within twelve months after the end of the reporting 
period in which the employees render the related service; and 

• non-monetary benefits (for example, medical care, and free or subsidised goods or services such as housing, 
cars and cellphones) for current employees. 

When an employee has rendered service to the entity during a reporting period, the entity recognise the undiscounted 
amount of short-term employee benefits expected to be paid in exchange for that service: 

• as a liability (accrued expense), after deducting any amount already paid. If the amount already paid exceeds the 
undiscounted amount of the benefits, the entity recognise that excess as an asset (prepaid expense) to the 
extent that the prepayment will lead to, for example, a reduction in future payments or a cash refund; and 

• as an expense, unless another Standard requires or permits the inclusion of the benefits in the cost of an asset. 

The expected cost of compensated absences is recognised as an expense as the employees render services that increase 
their entitlement or, in the case of non-accumulating absences, when the absence occurs. The entity measure the expected 
cost of accumulating compensated absences as the additional amount that the entity expects to pay as a result of the 
unused entitlement that has accumulated at the reporting date. 

The entity recognise the expected cost of bonus, incentive and performance related payments when the entity has a 
present legal or constructive obligation to make such payments as a result of past events and a reliable estimate of the 
obligation can be made. A present obligation exists when the entity has no realistic alternative but to make the payments. 
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Post-employment benefits are employee benefits (other than termination benefits) which are payable after the completion of 
employment. 

Post-employment benefit plans are formal or informal arrangements under which an entity provides post-employment 
benefits for one or more employees. 

Multi-employer plans are defined contribution plans (other than state plans and composite social security programmes) or 
defined benefit plans (other than state plans) that pool the assets contributed by various entities that are not under common 
control and use those assets to provide benefits to employees of more than one entity, on the basis that contribution and 
benefit levels are determined without regard to the identity of the entity that employs the employees concerned. 


Post-employment benefits: Defined contribution plans 

Defined contribution plans are post-employment benefit plans under which an entity pays fixed contributions into a separate 
entity (a fund) and will have no legal or constructive obligation to pay further contributions if the fund does not hold sufficient 
assets to pay all employee benefits relating to employee service in the current and prior periods. 

When an employee has rendered service to the entity during a reporting period, the entity recognise the contribution 
payable to a defined contribution plan in exchange for that service: 

• as a liability (accrued expense), after deducting any contribution already paid. If the contribution already paid 
exceeds the contribution due for service before the reporting date, an entity recognise that excess as an asset 
(prepaid expense) to the extent that the prepayment will lead to, for example, a reduction in future payments or a 
cash refund; and 

• as an expense, unless another Standard requires or permits the inclusion of the contribution in the cost of an 
asset. 


Where contributions to a defined contribution plan do not fall due wholly within twelve months after the end of the reporting 
period in which the employees render the related service, they are discounted. The rate used to discount reflects the time 
value of money. The currency and term of the financial instrument selected to reflect the time value of money is consistent 
with the currency and estimated term of the obligation. 
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Post-employment benefits: Defined benefit plans 


Defined benefit plans are post-employment benefit plans other than defined contribution plans. 

Actuarial gains and losses comprise experience adjustments (the effects of differences between the previous actuarial 
assumptions and what has actually occurred) and the effects of changes in actuarial assumptions. In measuring its defined 
benefit liability the entity recognise actuarial gains and losses in surplus or deficit in the reporting period in which they 
occur. 

Assets held by a long-term employee benefit fund are assets (other than non-transferable financial instruments issued by 
the reporting entity) that are held by an entity (a fund) that is legally separate from the reporting entity and exists solely to 
pay or fund employee benefits and are available to be used only to pay or fund employee benefits, are not available to the 
reporting entity’s own creditors (even in liquidation), and cannot be returned to the reporting entity, unless either: 

• the remaining assets of the fund are sufficient to meet all the related employee benefit obligations of the plan or 
the reporting entity; or 

• the assets are returned to the reporting entity to reimburse it for employee benefits already paid. 

Current service cost is the increase in the present value of the defined benefit obligation resulting from employee service in 
the current period. 

Interest cost is the increase during a period in the present value of a defined benefit obligation which arises because the 
benefits are one period closer to settlement. 

Past service cost is the change in the present value of the defined benefit obligation for employee service in prior periods, 
resulting in the current period from the introduction of, or changes to, post-employment benefits or other long-term 
employee benefits. Past service cost may be either positive (when benefits are introduced or changed so that the present 
value of the defined benefit obligation increases) or negative (when existing benefits are changed so that the present value 
of the defined benefit obligation decreases). In measuring its defined benefit liability the entity recognise past service cost 
as an expense in the reporting period in which the plan is amended. 

Plan assets comprise assets held by a long-term employee benefit fund and qualifying insurance policies. 

The present value of a defined benefit obligation is the present value, without deducting any plan assets, of expected future 
payments required to settle the obligation resulting from employee service in the current and prior periods. 

The return on plan assets is interest, dividends or similar distributions and other revenue derived from the plan assets, 
together with realised and unrealised gains or losses on the plan assets, less any costs of administering the plan (other 
than those included in the actuarial assumptions used to measure the defined benefit obligation) and less any tax payable 
by the plan itself. 

The entity account not only for its legal obligation under the formal terms of a defined benefit plan, but also for any 
constructive obligation that arises from the entity’s informal practices. Informal practices give rise to a constructive 
obligation where the entity has no realistic alternative but to pay employee benefits. An example of a constructive obligation 
is where a change in the entity’s informal practices would cause unacceptable damage to its relationship with employees. 

The amount recognised as a defined benefit liability is the net total of the following amounts: 

• the present value of the defined benefit obligation at the reporting date; 

• minus the fair value at the reporting date of plan assets (if any) out of which the obligations are to be settled 
directly; 

• plus any liability that may arise as a result of a minimum funding requirement 

The amount determined as a defined benefit liability may be negative (an asset). The entity measure the resulting asset at 
the lower of: 

• the amount determined above; and 

• the present value of any economic benefits available in the form of refunds from the plan or reductions in future 
contributions to the plan. The present value of these economic benefits is determined using a discount rate which 
reflects the time value of money. 

Any adjustments arising from the limit above is recognised in surplus or deficit. 
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The entity determine the present value of defined benefit obligations and the fair value of any plan assets with sufficient 
regularity such that the amounts recognised in the annual financial statements do not differ materially from the amounts that 
would be determined at the reporting date. 

The entity recognises the net total of the following amounts in surplus or deficit, except to the extent that another Standard 
requires or permits their inclusion in the cost of an asset: 

• current service cost; 

• interest cost; 

• the expected return on any plan assets and on any reimbursement rights; 

• actuarial gains and losses; 

• past service cost; 

• the effect of any curtailments or settlements; and 

• the effect of applying the limit on a defined benefit asset (negative defined benefit liability). 

The entity uses the Projected Unit Credit Method to determine the present value of its defined benefit obligations and the 
related current service cost and, where applicable, past service cost. The Projected Unit Credit Method (sometimes known 
as the accrued benefit method pro-rated on service or as the benefit/years of service method) sees each period of service 
as giving rise to an additional unit of benefit entitlement and measures each unit separately to build up the final obligation. 

In determining the present value of its defined benefit obligations and the related current service cost and, where 
applicable, past service cost, an entity shall attribute benefit to periods of service under the plan’s benefit formula. However, 
if an employee’s service in later years will lead to a materially higher level of benefit than in earlier years, an entity shall 
attribute benefit on a straight-line basis from: 

• the date when service by the employee first leads to benefits under the plan (whether or not the benefits are 
conditional on further service); until 

• the date when further service by the employee will lead to no material amount of further benefits under the plan, 
other than from further salary increases. 

Actuarial valuations are conducted on an annual basis by independent actuaries separately for each plan. The results of the 
valuation are updated for any material transactions and other material changes in circumstances (including changes in 
market prices and interest rates) up to the reporting date. 

The entity recognises gains or losses on the curtailment or settlement of a defined benefit plan when the curtailment or 
settlement occurs. The gain or loss on a curtailment or settlement comprises: 

• any resulting change in the present value of the defined benefit obligation; and 

• any resulting change in the fair value of the plan assets. 

Before determining the effect of a curtailment or settlement, the entity re-measure the obligation (and the related plan 
assets, if any) using current actuarial assumptions (including current market interest rates and other current market prices). 

When it is virtually certain that another party will reimburse some or all of the expenditure required to settle a defined benefit 
obligation, the right to reimbursement is recognised as a separate asset. The asset is measured at fair value. In all other 
respects, the asset is treated in the same way as plan assets. In surplus or deficit, the expense relating to a defined benefit 
plan is [OR is not] presented as the net of the amount recognised for a reimbursement. 

The entity offsets an asset relating to one plan against a liability relating to another plan when the entity has a legally 
enforceable right to use a surplus in one plan to settle obligations under the other plan and intends either to settle the 
obligations on a net basis, or to realise the surplus in one plan and settle its obligation under the other plan simultaneously. 
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Actuarial assumptions are unbiased and mutually compatible. 

Financial assumptions are based on market expectations, at the reporting date, for the period over which the obligations are 
to be settled. 


The rate used to discount post-employment benefit obligations (both funded and unfunded) reflect the time value of money. 
The currency and term of the financial instrument selected to reflect the time value of money is consistent with the currency 
and estimated term of the post-employment benefit obligations. 

Post-employment benefit obligations are measured on a basis that reflects: 

• estimated future salary increases; 

• the benefits set out in the terms of the plan (or resulting from any constructive obligation that goes beyond those 
terms) at the reporting date; and 

• estimated future changes in the level of any state benefits that affect the benefits payable under a defined benefit 
plan, if, and only if, either: 

• those changes were enacted before the reporting date; or 

• past history, or other reliable evidence, indicates that those state benefits will change in some predictable 
manner, for example, in line with future changes in general price levels or general salary levels. 

Assumptions about medical costs take account of estimated future changes in the cost of medical services, resulting from 
both inflation and specific changes in medical costs. 

1.12 Provisions and contingencies 

Provisions are recognised when: 

• the municipality has a present obligation as a result of a past event; 

• it is probable that an outflow of resources embodying economic benefits or service potential will be required to 
settle the obligation; and 

• a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at 
the reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures 
expected to be required to settle the obligation. 

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money and the risks 
specific to the liability. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be received if the 
municipality settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for the 
reimbursement does not exceed the amount of the provision. 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are reversed if it 
is no longer probable that an outflow of resources embodying economic benefits or service potential will be required, to 
settle the obligation. 

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time. This 
increase is recognised as an interest expense. 

A provision is used only for expenditures for which the provision was originally recognised. 

Provisions are not recognised for future operating surplus (deficit). 

If an entity has a contract that is onerous, the present obligation (net of recoveries) under the contract is recognised and 
measured as a provision. 
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A constructive obligation to restructure arises only when an entity: 

• has a detailed formal plan for the restructuring, identifying at least: 

the activity/operating unit or part of a activity/operating unit concerned; 
the principal locations affected; 

the location, function, and approximate number of employees who will be compensated for services being 
terminated; 

the expenditures that will be undertaken; and 
when the plan will be implemented; and 

• has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement that 
plan or announcing its main features to those affected by it. 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 45. 

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for 
a loss it incurs because a specified debtor fails to make payment when due in accordance with the original or modified 
terms of a debt instrument. 

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions. 

The municipality recognises a provision for financial guarantees and loan commitments when it is probable that an outflow 
of resources embodying economic benefits and service potential will be required to settle the obligation and a reliable 
estimate of the obligation can be made. 

Determining whether an outflow of resources is probable in relation to financial guarantees requires judgement. Indications 
that an outflow of resources may be probable are: 

• financial difficulty of the debtor; 

• defaults or delinquencies in interest and capital repayments by the debtor; 

• breaches of the terms of the debt instrument that result in it being payable earlier than the agreed term and the 
ability of the debtor to settle its obligation on the amended terms; and 

• a decline in prevailing economic circumstances (e.g. high interest rates, inflation and unemployment) that impact 
on the ability of entities to repay their obligations. 

Where a fee is received by the municipality for issuing a financial guarantee and/or where a fee is charged on loan 
commitments, it is considered in determining the best estimate of the amount required to settle the obligation at reporting 
date. Where a fee is charged and the municipality considers that an outflow of economic resources is probable, an 
municipality recognises the obligation at the higher of: 

• the amount determined using in the Standard of GRAP on Provisions, Contingent Liabilities and Contingent 
Assets; and 

• the amount of the fee initially recognised less, where appropriate, cumulative amortisation recognised in 
accordance with the Standard of GRAP on Revenue from Exchange Transactions. 

1.13 Commitments 

Items are classified as commitments when an entity has committed itself to future transactions that will normally result in the 
outflow of cash. 

Disclosures are required in respect of unrecognised contractual commitments. 

Commitments for which disclosure is necessary to achieve a fair presentation should be disclosed in a note to the financial 
statements, if both the following criteria are met: 

• Contracts should be non-cancellable or only cancellable at significant cost (for example, contracts for computer 
or building maintenance services); and 

• Contracts should relate to something other than the routine, steady, state business of the entity - therefore 
salary commitments relating to employment contracts or social security benefit commitments are excluded. 
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Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result 
in an increase in net assets, other than increases relating to contributions from owners. 


An exchange transaction is one in which the municipality receives assets or services, or has liabilities extinguished, and 
directly gives approximately equal value (primarily in the form of goods, services or use of assets) to the other party in 
exchange. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing 
parties in an arm’s length transaction. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume 
rebates. 

Sale of goods 

Revenue from the sale of goods is recognised when all the following conditions have been satisfied: 

• the municipality has transferred to the purchaser the significant risks and rewards of ownership of the goods; 

• the municipality retains neither continuing managerial involvement to the degree usually associated with 
ownership nor effective control over the goods sold; 

• the amount of revenue can be measured reliably; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

• the costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Rendering of services 

When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue associated with 
the transaction is recognised by reference to the stage of completion of the transaction at the reporting date. The outcome 
of a transaction can be estimated reliably when all the following conditions are satisfied: 

• the amount of revenue can be measured reliably; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the stage of completion of the transaction at the reporting date can be measured reliably; and 

• the costs incurred for the transaction and the costs to complete the transaction can be measured reliably. 

When services are performed by an indeterminate number of acts over a specified time frame, revenue is recognised on a 
straight line basis over the specified time frame unless there is evidence that some other method better represents the 
stage of completion. When a specific act is much more significant than any other acts, the recognition of revenue is 
postponed until the significant act is executed. 

When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue is 
recognised only to the extent of the expenses recognised that are recoverable. 

Service revenue is recognised by reference to the stage of completion of the transaction at the reporting date. Stage of 
completion is determined by services performed to date as a percentage of total services to be performed. 
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Interest, royalties and dividends 

Revenue arising from the use by others of entity assets yielding interest, royalties and dividends or similar distributions is 
recognised when: 

• It is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality, and 

• The amount of the revenue can be measured reliably. 

Interest is recognised, in surplus or deficit, using the effective interest rate method. 

Royalties are recognised as they are earned in accordance with the substance of the relevant agreements. 

Dividends or similar distributions are recognised, in surplus or deficit, when the municipality’s right to receive payment has 
been established. 

Service fees included in the price of the product are recognised as revenue over the period during which the service is 
performed. 
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Conditions on transferred assets are stipulations that specify that the future economic benefits or service potential 
embodied in the asset is required to be consumed by the recipient as specified or future economic benefits or service 
potential must be returned to the transferor. 

Control of an asset arise when the municipality can use or otherwise benefit from the asset in pursuit of its objectives and 
can exclude or otherwise regulate the access of others to that benefit. 

Exchange transactions are transactions in which one entity receives assets or services, or has liabilities extinguished, and 
directly gives approximately equal value (primarily in the form of cash, goods, services, or use of assets) to another entity in 
exchange. 

Expenses paid through the tax system are amounts that are available to beneficiaries regardless of whether or not they pay 
taxes. 

Fines are economic benefits or service potential received or receivable by entities, as determined by a court or other law 
enforcement body, as a consequence of the breach of laws or regulations. 

Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange transaction, an 
municipality either receives value from another municipality without directly giving approximately equal value in exchange, 
or gives value to another municipality without directly receiving approximately equal value in exchange. 

Restrictions on transferred assets are stipulations that limit or direct the purposes for which a transferred asset may be 
used, but do not specify that future economic benefits or service potential is required to be returned to the transferor if not 
deployed as specified. 

Stipulations on transferred assets are terms in laws or regulation, or a binding arrangement, imposed upon the use of a 
transferred asset by entities external to the reporting municipality. 

Tax expenditures are preferential provisions of the tax law that provide certain taxpayers with concessions that are not 
available to others. 

The taxable event is the event that the government, legislature or other authority has determined will be subject to taxation. 

Taxes are economic benefits or service potential compulsorily paid or payable to entities, in accordance with laws and or 
regulations, established to provide revenue to government. Taxes do not include fines or other penalties imposed for 
breaches of the law. 

Transfers are inflows of future economic benefits or service potential from non-exchange transactions, other than taxes. 

Recognition 

An inflow of resources from a non-exchange transaction recognised as an asset is 
extent that a liability is also recognised in respect of the same inflow. 

As the municipality satisfies a present obligation recognised as a liability in respect 
exchange transaction recognised as an asset, it reduces the carrying amount of the 
amount of revenue equal to that reduction. 
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Measurement 


Revenue from a non-exchange transaction is measured at the amount of the increase in net assets recognised by the 
municipality. 

When, as a result of a non-exchange transaction, the municipality recognises an asset, it also recognises revenue 
equivalent to the amount of the asset measured at its fair value as at the date of acquisition, unless it is also required to 
recognise a liability. Where a liability is required to be recognised it will be measured as the best estimate of the amount 
required to settle the obligation at the reporting date, and the amount of the increase in net assets, if any, recognised as 
revenue. When a liability is subsequently reduced, because the taxable event occurs or a condition is satisfied, the amount 
of the reduction in the liability is recognised as revenue. 

Taxes 

The municipality recognises an asset in respect of taxes when the taxable event occurs and the asset recognition criteria 
are met. 

Resources arising from taxes satisfy the definition of an asset when the municipality controls the resources as a result of a 
past event (the taxable event) and expects to receive future economic benefits or service potential from those resources. 
Resources arising from taxes satisfy the criteria for recognition as an asset when it is probable that the inflow of resources 
will occur and their fair value can be reliably measured. The degree of probability attached to the inflow of resources is 
determined on the basis of evidence available at the time of initial recognition, which includes, but is not limited to, 
disclosure of the taxable event by the taxpayer. 

The municipality analyses the taxation laws to determine what the taxable events are for the various taxes levied. 

The taxable event for income tax is the earning of assessable income during the taxation period by the taxpayer. 

The taxable event for value added tax is the undertaking of taxable activity during the taxation period by the taxpayer. 

The taxable event for customs duty is the movement of dutiable goods or services across the customs boundary. 

The taxable event for estate duty is the death of a person owning taxable property. 

The taxable event for property tax is the passing of the date on which the tax is levied, or the period for which the tax is 
levied, if the tax is levied on a periodic basis. 

Taxation revenue is determined at a gross amount. It is not reduced for expenses paid through the tax system. 

Transfers 

Apart from Services in kind, which are not recognised, the municipality recognises an asset in respect of transfers when the 
transferred resources meet the definition of an asset and satisfy the criteria for recognition as an asset. 

The municipality recognises an asset in respect of transfers when the transferred resources meet the definition of an asset 
and satisfy the criteria for recognition as an asset. 

Transferred assets are measured at their fair value as at the date of acquisition. 

Fines 

Fines are recognised as revenue when the receivable meets the definition of an asset and satisfies the criteria for 
recognition as an asset. 

Assets arising from fines are measured at the best estimate of the inflow of resources to the municipality. 

Where the municipality collects fines in the capacity of an agent, the fine will not be revenue of the collecting entity. 
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1.15 Revenue from non-exchange transactions (continued) 
Gifts and donations, including goods in-kind 


Gifts and donations, including goods in kind, are recognised as assets and revenue when it is probable that the future 
economic benefits or service potential will flow to the municipality and the fair value of the assets can be measured reliably. 


Services in-kind 


Except for financial guarantee contracts, the municipality recognise services in-kind that are significant to its operations 
and/or service delivery objectives as assets and recognise the related revenue when it is probable that the future economic 
benefits or service potential will flow to the municipality and the fair value of the assets can be measured reliably. 

Where services in-kind are not significant to the municipality’s operations and/or service delivery objectives and/or do not 
satisfy the criteria for recognition, the municipality disclose the nature and type of services in-kind received during the 
reporting period. 

1.16 Turnover 


Turnover comprises of sales to customers and service rendered to customers. Turnover is stated at the invoice amount and 
is exclusive of value added taxation. 


1.17 Borrowing costs 

Borrowing costs are interest and other expenses incurred by an entity in connection with the borrowing of funds. 

Borrowing costs are recognised as an expense in the period in which they are incurred. 

1.18 Unauthorised expenditure 

Unauthorised expenditure means: 

• overspending of a vote or a main division within a vote; and 

• expenditure not in accordance with the purpose of a vote or, in the case of a main division, not in accordance 
with the purpose of the main division. 

All expenditure relating to unauthorised expenditure is recognised as an expense in the statement of financial performance 
in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, 
and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.19 Fruitless and wasteful expenditure 

Fruitless expenditure means expenditure which was made in vain and would have been avoided had reasonable care been 
exercised. 

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial 
performance in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of 
the expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.20 Irregular expenditure 

Irregular expenditure as defined in section 1 of the PFMA is expenditure other than unauthorised expenditure, incurred in 
contravention of or that is not in accordance with a requirement of any applicable legislation, including - 

(a) this Act; or 

(b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any regulations made in terms of the Act; or 

(c) any provincial legislation providing for procurement procedures in that provincial government. 

National Treasury practice note no. 4 of 2008/2009 which was issued in terms of sections 76(1) to 76(4) of the PFMA 
requires the following (effective from 1 April 2008): 
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1.20 Irregular expenditure (continued) 

Irregular expenditure that was incurred and identified during the 
and/or before finalisation of the financial statements must als 
register. In such an instance, no further action is also require 
statements. 

Irregular expenditure that was incurred and identified during the current financial year and for which condonement is being 
awaited at year end must be recorded in the irregular expenditure register. No further action is required with the exception 
of updating the note to the financial statements. 

Where irregular expenditure was incurred in the previous financial year and is only condoned in the following financial year, 
the register and the disclosure note to the financial statements must be updated with the amount condoned. 

Irregular expenditure that was incurred and identified during the current financial year and which was not condoned by the 
National Treasury or the relevant authority must be recorded appropriately in the irregular expenditure register. If liability for 
the irregular expenditure can be attributed to a person, a debt account must be created if such a person is liable in law. 
Immediate steps must thereafter be taken to recover the amount from the person concerned. If recovery is not possible, the 
accounting officer or accounting authority may write off the amount as debt impairment and disclose such in the relevant 
note to the financial statements. The irregular expenditure register must also be updated accordingly. If the irregular 
expenditure has not been condoned and no person is liable in law, the expenditure related thereto must remain against the 
relevant programme/expenditure item, be disclosed as such in the note to the financial statements and updated accordingly 
in the irregular expenditure register. 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the 
Municipal Systems Act (Act No.32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of 
the economic entity’s supply chain management policy. Irregular expenditure excludes unauthorised expenditure. Irregular 
expenditure is accounted for as expenditure in the Statement of Financial Performance and where recovered, it is 
subsequently accounted for as revenue in the Statement of Financial Performance. 

1.21 Related parties 

A related party is a person or an entity with the ability to control or jointly control the other party, or exercise significant 
influence over the other party, or vice versa, or an entity that is subject to common control, or joint control. 

Control is the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities. 

Joint control is the agreed sharing of control over an activity by a binding arrangement, and exists only when the strategic 
financial and operating decisions relating to the activity require the unanimous consent of the parties sharing control (the 
venturers). 

Related party transaction is a transfer of resources, services or obligations between the reporting entity and a related party, 
regardless of whether a price is charged. 

Significant influence is the power to participate in the financial and operating policy decisions of an entity, but is not control 
over those policies. 

Management are those persons responsible for planning, directing and controlling the activities of the municipality, 
including those charged with the governance of the municipality in accordance with legislation, in instances where they are 
required to perform such functions. 

Close members of the family of a person are considered to be those family members who may be expected to influence, or 
be influenced by, that management in their dealings with the municipality. 

The municipality is exempt from disclosure requirements in relation to related party transactions if that transaction occurs 
within normal supplier and/or client/recipient relationships on terms and conditions no more or less favourable than those 
which it is reasonable to expect the municipality to have adopted if dealing with that individual entity or person in the same 
circumstances and terms and conditions are within the normal operating parameters established by that reporting entity's 
legal mandate. 
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1.21 Related parties (continued) 

Auditor General South Africa 
Mpumalanga Business Unit 



Where the municipality is exempt from the disclosures in accordance with the above, the municipality discloses narrative 
information about the nature of the transactions and the related outstanding balances, to enable users of the entity’s 
financial statements to understand the effect of related party transactions on its annual financial statements. 


1.22 Events after reporting date 

Events after reporting date are those events, both favourable and unfavourable, that occur between the reporting date and 
the date when the financial statements are authorised for issue. Two types of events can be identified: 

• those that provide evidence of conditions that existed at the reporting date (adjusting events after the reporting 
date); and 

• those that are indicative of conditions that arose after the reporting date (non-adjusting events after the reporting 
date). 

The municipality will adjust the amount recognised in the financial statements to reflect adjusting events after the reporting 
date once the event occurred. 

The municipality will disclose the nature of the event and an estimate of its financial effect or a statement that such estimate 
cannot be made in respect of all material non-adjusting events, where non-disclosure could influence the economic 
decisions of users taken on the basis of the financial statements. 
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2. New standards and interpretations 



2.1 Standards and interpretations issued, but not yet effective 

The municipality has not applied the following standards and interpretations, which have been published and are mandatory 
for the municipality’s accounting periods beginning on or after 01 July 2018 or later periods: 


Standard/ Interpretation: 

Effective date: 

Years beginning on or 
after 

Expected impact: 

• 

GRAP 34: Separate Financial Statements 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 35: Consolidated Financial Statements 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 36: Investments in Associates and Joint Ventures 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 37: Joint Arrangements 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 38: Disclosure of Interests in Other Entities 

01 April 2019 

Unlikely there will be a 
material impact 

• 

Guideline: Accounting for Arrangements Undertaken i.t.o 
the National Housing Programme 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 110: Living and Non-living Resources 

01 April 2020 

Unlikely there will be a 
material impact 

• 

GRAP 110 (as amended 2016): Living and Non-living 
Resources 

01 April 2020 

Unlikely there will be a 
material impact 

• 

GRAP 6 (as revised 2010): Consolidated and Separate 
Financial Statements 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 7 (as revised 2010): Investments in Associates 

01 April 2019 

Unlikely there will be a 
material impact 

♦ 

GRAP 8 (as revised 2010): Interests in Joint Ventures 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 18 (as amended 2016): Segment Reporting 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 20: Related parties 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 32: Service Concession Arrangements: Grantor 

01 April 2019 

Not expected to impact 
results but may result in 
additional disclosure 

• 

GRAP 105: Transfers of functions between entities under 
common control 

01 April 2019 

Not expected to impact 
results but may result in 
additional disclosure 

• 

GRAP 106 (as amended 2016): Transfers of functions 
between entities not under common control 

01 April 2019 

Not expected to impact 
results but may result in 
additional disclosure 

• 

GRAP 107: Mergers 

01 April 2019 

Not expected to impact 
results but may result in 
additional disclosure 

• 

GRAP 108: Statutory Receivables 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 109: Accounting by Principals and Agents 

01 April 2019 

Unlikely there will be a 
material impact 

• 

IGRAP 12: Jointly controlled entities - Non-monetary 
contributions by ventures 

01 April 2019 

Unlikely there will be a 
material impact 

• 

IGRAP 19: Liabilities to Pay Levies 

01 April 2019 

Unlikely there will be a 
material impact 

• 

GRAP 12 (as amended 2016): Inventories 

01 April 2018 

Unlikely there will be a 
material impact 

• 

GRAP 16 (as amended 2016): Investment Property 

01 April 2018 

Unlikely there will be a 
material impact 
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• GRAP 17 (as amended 2016): Property, Plant and 

01 April 2018 

iaiang ^xfhilkQjv there will be a 

Equipment 

1 -- 

material impact 

• GRAP 21 (as amended 2016): Impairment of non-cash¬ 

01 April 2018 

Not expected to impact 

generating assets 


results but may result in 



additional disclosure 

• GRAP 26 (as amended 2016): Impairment of cash¬ 

01 April 2018 

Unlikely there will be a 

generating assets 


material impact 

• GRAP 27 (as amended 2016): Agriculture 

01 April 2018 

Unlikely there will be a 



material impact 

• GRAP 31 (as amended 2016): Intangible Assets 

01 April 2018 

Unlikely there will be a 



material impact 

• GRAP 103 (as amended 2016): Heritage Assets 

01 April 2018 

Unlikely there will be a 



material impact 

• Directive 12: The Selection of an Appropriate Reporting 

01 April 2018 

Unlikely there will be a 

Framework by Public Entities 


material impact 


2.2 Standards and interpretations not yet effective or relevant 

The following standards and interpretations have been published and are mandatory for the municipality’s accounting 
periods beginning on or after 01 July 2018 or later periods but are not relevant to its operations: 


Standard/ Interpretation: 

Effective date: 

Expected impact: 

• IGRAP 17: Service Concession Arrangements where a 

Years beginning on or 
after 

01 April 2019 

Unlikely there will be a 

Grantor Controls a Significant Residual Interest in an Asset 


material impact 

• IGRAP 18: Interpretation of the Standard of GRAP on 

01 April 2019 

Unlikely there will be a 

Recognition and Derecognition of Land 


material impact 

3. Inventories 

Consumable stores 


9,777,429 7,228,342 

Water 


357,264 357,264 

Land 


3,044,084 



13,178,777 7,585,606 


Carrying value of inventories carried at fair value less costs to sell 


13,178,777 


7,585,606 
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4. Other financial assets 


Designated at fair value 

Listed Shares - Old Mutual: 13093141 

This is an Old Mutual Wealth wrapped investment. The account was opened on 25 

June 2002 with an initial investment amount of R3 539 868. 

425,502 

344,957 

At amortised cost 

ABSA 2056165426 

31,472 

29,644 

This is a fixed term deposit with interest capitalised every three months. The account 
was opened on 9 March 2004. 

ABSA 5008322939 

This is a fixed term investment account with interest capitalised on a three month 
period. The account was opened on 24 September 1993. 

8,351 

7,866 


39,823 

37,510 

Total other financial assets 

465,325 

382,467 

Non-current assets 

Designated at held for trading and available for sale 

425,502 

344,957 

Current assets 

At amortised cost 

39,823 

37,510 

5. Receivables from exchange transactions 



i . - ^ 4 

Deposits 

93,298 

93,298 

Sundry Debtors 

2,970,730 

3,685,721 


3,064,028 

3,779,019 

Credit quality of trade and other receivables 



The credit quality of trade and other receivables that are neither past nor due nor impaired can be assessed by reference to 

external credit ratings (if available) or to historical information about counterparty default rates: 



Trade receivables 



Counterparties with external credit rating (Moody's) 

Baa3 

3,064,028 

3,779,019 


Fair value of trade and other receivables 

Trade and other receivables 3,064,028 3,779,018 

Trade and other receivables past due but not impaired 

Trade and other receivables which are less than 3 months past due are not considered to be impaired. At 30 June 2018, R 
3,064,028 (2017: R 3,779,018) were past due but not impaired. 

The ageing of amounts past due but not impaired is as follows: 

3 months past due 3,064,028 3,779,018 

6. Receivables from non-exchange transactions 

Fines 2,045,006 1,540,006 
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6. Receivables from non-exchange transactions (continued) 

Receivables from non-exchange transactions impaired 

As of 30 June 2018, other receivables from non-exchange transactions of R 12,302,420 (2017: R 11,298,834) were 
impaired and provided for. 

The amount of the provision was R 1,003,586 as of 30 June 2018 (2017: R 2,084,743). 

Reconciliation of provision for impairment of receivables from non-exchange transactions 

Opening balance (11,298,834) (9,214,092) 

Provision for impairment (1,003,586) (2,084,742) 

(12,302,420) (11,298,834) 
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7. Consumer debtors 



Gross balances 

Rates 

71,828,558 

57,755,308 

Electricity 

85,956,478 

61,906,109 

Water 

66,419,517 

51,187,283 

Sewerage 

34,080,712 

28,259,552 

Refuse 

55,604,577 

45,836,877 

Other 

20,520,156 

20,774,506 


334,409,998 265,719,635 


Less: Allowance for impairment 

Rates 

Electricity 

Water 

Sewerage 

Refuse 

Other 


(62,873,852) 

(75.240.477) 
(58,139,144) 
(29,831,946) 

(48.672.478) 
(17,959,123) 


(48,754,329) 

(47,856,130) 

(45,542,351) 

(24,726,556) 

(42,374,438) 

(19,189,169) 


(292,717,020) (228,442,973) 


Net balance 

Rates 

Electricity 

Water 

Sewerage 

Refuse 

Other 


8,954,706 9,000,979 

10,716,001 14,049,979 

8,280,373 5,644,932 

4,248,766 3,532,996 

6,932,099 3,462,439 

2,561,033 1,585,337 

41,692,978 37,276,662 


Included in above is receivables from exchange transactions 

Electricity 

Water 

Sewerage 

Refuse 

Other 


16,737,036 

7,719,375 

3,078,388 

5,822,896 

1,483,123 


14,049,979 

5,644,932 

3,532,996 

3,462,440 

1,585,337 


34,840,818 28,275,684 


Included in above is receivables from non-exchange transactions (taxes and 

trancforc^ 

Rates 9,456,829 9,000,979 


Net balance 


44,297,647 37,276,663 


Rates 

Current (0 -30 days) 
31 - 60 days 
61 - 90 days 
91-120 days 


445,559 1,962,026 

322,230 924,529 

285,652 621,236 

7,901,265 5,493,188 

8,954,706 9,000,979 
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7. Consumer debtors (continued) 


Electricity 


Current (0 -30 days) 

830,515 

5,380,516 

31 - 60 days 

618,104 

1,497,258 

61 - 90 days 

445,113 

802,594 

91 -120 days 

8,822,269 

6,369,611 


10,716,001 

14,049,979 

Water 



Current (0 -30 days) 

1,830,640 

904,343 

31 - 60 days 

1,823,133 

377,553 

61 - 90 days 

1,410,883 

268,874 

91 -120 days 

3,215,717 

4,094,162 


8,280,373 

5,644,932 

Sewerage 



Current (0 -30 days) 

812,073 

483,333 

31 - 60 days 

688,659 

239,588 

61 - 90 days 

594,280 

166,543 

91 -120 days 

2,153,754 

2,643,532 


4,248,766 

3,532,996 

Refuse 



Current (0 -30 days) 

1,005,414 

266,673 

31 - 60 days 

918,363 

171,177 

61 - 90 days 

877,645 

138,820 

91 -120 days 

4,130,677 

2,885,769 


6,932,099 

3,462,439 

Other (specify) 



Current (0 -30 days) 

90,639 

(575,621) 

31 - 60 days 

82,394 

(3,689) 

61 - 90 days 

89,516 

80,524 

91 -120 days 

2,298,484 

2,084,123 


2,561,033 

1,585,337 

Reconciliation of allowance for impairment 



Balance at beginning of the year 

(228,442,973) 

(168,404,721) 

Contributions to allowance 

(64,274,047) 

(60,038,252) 


(292,717,020) 

(228,442,973) 

Fair value of consumer debtors 



Consumer debtors 

41,692,978 

37,276,663 

Consumer debtors impaired 



As of 30 June 2018, consumer debtors of R 292,717,019 (2017: R 228,476,422) were impaired and provided for. 


The amount of the provision was R 64,274,047 as of 30 June 2018 (2017: R 60,071,701). 



The ageing of these loans is as follows: 
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7. Consumer debtors (continued) 

The carrying amount of consumer debtors are denominated in the following currencies: 

Rand 41,692,979 37,276,663 



2018 -II- 3 0 


Auditor General South Africa 
~P urria * an 9 a Business Unit 
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